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PEEFACE. 




The Universitv of Delhi invited me to deliver a course of ten 


Jecturcs as Sir Kikabbui Premcbaud lioador for tbo year 1933. 
The subject of the lectures was “The Economic Consequences 
of the proposals of the Bound Table Conference”. The lectui’cs 
'w'ere delivered in Delhi during February and March, 1933. The 
proposals of the Bound Table Conference were revised and 
embodied by H.M. ’s Government in the White Paper which was 
published in March, 1933, when this series of lectures was about 
to close. As the proposals of the White Paper were based on 
those of the Round Table Conference with some exceptions, it 
was thought desirable not to change the original fonn of the 
lectures. References have, however, been made to the White 
Paper, either in the text or in the foot-notes, wherever it was 
considered necessary to do so. 


The revision of the lectures for the press was delayed 
because I left for London soon after the series was over. I had, 
however, the advantage of following at close quarters the dis¬ 
cussions on the White Paper during the Kossions of the Joint 
Select Committee of the ParliamcTit. After oarofnlly weigh¬ 
ing the opinions of leading persons in Britain who are 
known to hold opiiosito views, I fomxl no reason to make 
any substantial change in the views exj)ressed by me in the 
lectures as delivered in Delhi. I fed that from the 
economic point of view the position of the supporters of the AVhite 
Paper and of its opponents in Britain is essentially tlio snuir; 
the difference is in the matter of the approach by whidi their 
common outlook should be maintained. Whereas the ad\i)catc.s 
of the MToito Paper scheme want to .safeguard British economic 
interests in India by constitutional devices, which pructionlly 
reduce the Federation to a costly luxury, the opponents of the 
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hite Paper are more frank and outwardly more aggressive in 
tljeir demand for safeguarding British interests, though they do 
not mind speaking in the name of the masses of India. 


As explained in the last lecture this series cannot obviously 
give a forecast of the economic consequences of the proposed 
constitutional changes in any exact or measui’able form; the only 
thing that could be done is to indicate the broad tendencies or 
forces that are likely to arise out of thevl'obtical changes, and 
hence the title of the book “Economic Outlwk in Federal India”. 


I am indebted to ]\Ir. D. R, Samant, m.a., for help in the 
(•oUection of material for the lectm-es, and to Mr. A. G. Shetb, B.A., 
for help in seeing the book through the press. 


School of Economics and Sociology, C. N. VAKIL. 

University of Bombay, 

1st December, 1933. 
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ECONOMIC OUTLOOK IN FEDERAL INDIA. 


I. THE STATE AND ECONOMIC LIFE. 

The activities of the state in modern times have a great hear- 
ino- on the economic life of its people. Tlie state is no longer an 
organisation merely for the preservation of law and order and 
to defend against external aggression, bnt has become increasingly 
an organisation to push forward collectively the material pro- 
<n-ess of the people both absolutely and relatively; tliat is, in 
Comparison with tlijC people of other countries. In order to realise 
the significance of the extent to which the state in modern times 
dominates economic life, let us take illustrations pertainnig to our 
country. Whether we realise it or not, the fact remains that we 
pay to'the state every day in the form of consumption of articles 
of daily necessities, such as, salt and sugar. Leaving ® ® 

somewhat more costly articles like imported cloth, we liave to 
remember that we pav to the state even ivliile wo consume, electric 
light in some parts of the country. The large masses of the agri¬ 
cultural population feel tlie existence of the state tlie most at 
the time of the payment of land revenue. Some jioor compen¬ 
sation for this contribution that they receive Irom the benefi¬ 
cent activities of the Departments of Agriculture, Co-operation 
and Irrigation, are also a matter of state activdty. So tar as the 
larger industries are concerned, we find by experiein'o that it is 
impossible to advance without state assistance, which takes the 
form of a policy of jnotection. Indiislrios like those of stool and 
cotton, matches'and i)aper, and in recent times sugar, would not 
flourish otherwise. AVe all handle the rupc'e; we liave faith in tlie 
rupee because of the Government stamp on it; but in another 
sense most of us have also been losing faith in it because ol tlio 
fl.uctuations in its valin*, for which, rightly or wrongly, the stale 
comes in for a good deal of blame. 'I’he grealesi iiistrument ot 
modern civilization, namely, the railways, arc slate pro]'crt> ui 
this countrv. Tliis propertv- is under tl'e control of the Kailwuy 
Board, and' the Railway Budget is a huge affair involvuig crore.s 
of rupees and affecting a large luimlier ol em]iUiycCf. as well as 
the economic life of tlio couimy in general. It is in the power ol 
Ihe railwavs hy a change for the Ix'ttcr or worse in ils vatc.s lo 
hclj) or liiudcr the prisgress ol trade and iiuiiisliw I'ixaiiiplcs 
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like these conld be multiplied, but it is enough to see how in al¬ 
most eveiy walk of life, the domination of the state is supreme. 


The last vestiges of laissez faire have disappeared with the 
abandonment of Free Trade by England. In spite of the pro¬ 
fessed hatred in modern countries of the Soviet regime, people 
liave begun to take a leaf out of the Soviet book, by realising tliat 
the economic life of a country should be organised on a pre- 
conceived plan and should not l)e let alone. The formation of 
Economic Councils and the increasing activities of the state in 
economic spheres in tlie western world recently, indicate this 
tendency. Because of the nature of Government in this country, 
the supremacy ot the state over the economic life of the people 
is already great. Besides, the influence of tendencies in the 
west is bound to be felt, and we have already proposals for the 
formation of Economic Councils to help in the ordered planning 
of economic life in the country. The interference of the state in 
economic activities therefore is becoming a natural consequence, 
and such interference is considered desirable if it is planned to 
advance national interest. The future evolution seems to be in 




the direction of the systematic planning of economic life in (uch 
dilTonmi state according to its potentialities and imuns, in ])hu’o 
of tlie old xjolicy of laissez faire and free trade.^ The ideal seems 
IoIm^ the mavcimum prodiielion wilhiii (Im? country in (he inliUTst 
of its own nationals. 

Ill oiUri t*» ill Uctail (lie iiiuiiy wayri m wJu<*li tliu ucLiv- 

ity of thir' statu touches economic life, it may he of interest to 
classify the iunctions oJ‘ the state on an economic basis. For 
this xnuqjose, if we take the functiojiB of the GovxTumeiit in India 


irrespective of the fact whether they are central or provincial, 
and divide these functions into those which are likely to help 
prod unlive activities dirtutly or indirectly, and those whi(‘li may 
lie classed us Hon-|)roductive, wc shall liave u pinlure which will 
enahh' uh U, hci‘ in ijroper ijorspectiv^*, the manner in which tho 
state is liUelv to affect economic life. Witli th(‘ help ef this classi- 
licalion, it Wc fuillao' look ujjoji each such function froni Itu* 
])()int of VKAv wlietlim- it is juovincial or centrah and wlictluo' tlie 
pojnilar will i'4 Jijci jy (n he rf'ne((»Ml in ii • iiiniini'* nn *•( mhmo «m 
wc sliall^ hav(» n fuiUicr criterion of iiie esh nt h» \\irnh siicli 
a Inncjioh will rt‘Ki]|j in croiMMiii( welfare (if the pe^jile as undcr- 

etniej )iy tlieainr lvi i 


fu analysiiu/' the » cononiic anlivitit's ef tin* stale in 11 ns 
manner, ac iiiuHt hear in mind i erUlia vell-kneun lads nf 


(ij ( f. “ I’iio . i»iU ..I ,'kii a r\ SiC Aali.r SmIkt. 
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Indian life. Without going into elaborate statistics we 
can say tliat India lias a large population iidtli a low standard 
of life, millions of people being on the margin of subsistence. 
The assessments of the wealth and income of the people of India 
made by officials and non-officials vary in detail, bnt there is a 
general agreement regarding tliis conclusion about which even a 
casual observer finds no difficulty. The real problem therefore 
in this country is to devise ways and means by which the pro¬ 
duction can increase, and at the same time the total production 
available to the nationals of the country may also increase. It is 
no use liavhig a larger production from the point of view of milUous 
of people in tliis country who are on the margin of subsistence, 
if tliis larger production is not available to them, in however 
small a degree, for raising their own standard of life. The 
desire to have such an increase in national production has mani¬ 
fested itself in a variety of ways. 

If we realise fully the immense opportunities that the state 
can have in giving a right impetus to economic life on the one 
hand, and if we remain conscious of the low economic status^ in 
which the people of the country have fallen, then the condnsien 
is obvious that the test of the utility and even the success of the 
iK'w coiislitiitioii in (lie ccoiioniit' .s|)liei'(‘ iniist he (lie ('.\toiil in 
which it affords opportunities to the piniple of the country to 

I’liiMi’ llc’ir iMMinumic i-liitin, or in ollior wonlw, to i n. tlic 

])rodii(‘(ion in the country in such n manner Hint flic loial avail¬ 
able for thom.selvos may he larger than now. 

The vested interests of the British in this country in trade 
and industry are viewed from two opiiosite points of view, 
liccansc of the iiiaiiiier in which the British husinessnian in (his 
country lias lived, tic is looked 1111011 as a toreigner, who has 
merely an iideivst in exploiting the resources of the eoiiniry to 
(lie lies! of his eapneily and in taking away llie profits out of the 
eomitry, and also the aeeiiimilatcd exporieiiee regarding indus¬ 
trial leehniiiue and .management. The I'ael Hud tlu* exi.-teiiee of 
some Biiti'^li e.meeriis in tliis eoimlri lead ( i Hie larger eiiiphiy- 

looiil ■■(• lodi/iii liilnoir. mol (•■ (ho .> ^ | ,00. Ill n 1 o li\ 11 1 i I ii-lori. 

(ein|ioi aril\ selHed in Hie eminti y, is a poor eonsolal 1011 as against 
Hie large mKuidage in Hie foiin of prolKs. aeenimilaled ('xpi'rienee 

mol 01 '•oiii ...I .oolrol Hull llio Ioim -Ii lot 00 oiao lin.s e oio (o 
possess. Resides, it i-- folt that all these valiiahle privilegi’H ivoiiM 
not have heeii iiossil.h' lint for Hie sympathy and .'iieonnigonient 
and ov< n < oiico'.sioii,-i ;iranleil !•> Hie t i.e . rmii. iil in Indi.i in one 
form or nnollier. The snhHe wa\.' of (loverninent pal'otifr’e and 
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the unrecorded methods of social aj)proach between the average 
English businessman and the average English officer have tlieir 
ovni significance in this connection. Whereas this situation is 
described by some as exploitation by the British of Indian re¬ 
sources in tlieir own interests, it has been described by others as 
British partnership in the economic development of India. 



The former point of view finds expression in the Swadeshi 
and Boycott movements, which may be described as the outward 
manifestations of an economic revolt against the existing order 
of things. The latter point of view has dominated tlie proceed¬ 
ings of the Round Table Conference resulting in certain safe- 
g'l.iards and the special responsibility of the Viceroy and the Gover¬ 
nors to protect certain interests. The new constitutional struc¬ 
ture is, as we shall see later, an attempt at a compromise to 
reconcile divergent economic interests, and the economic pillars 
are so arranged that the structure may fall if anything goes 
wrong with any one of them. 


In spite of such a close inter-relation between Economies 
and Politics, we are often told in this country that Economics 
should be kept separate from Politics, or that economic questions 
sbould not be intlnenced by political factors. An explanation of 
this attitude can be found in the fact that a similar idea is in 
vogue in England where, however, it has a different meaning. 
The use of the same idea in this country with entirely different 
conditions, hapijens to be convenient to those who advocate it, 
Wheii p(‘r)ple say in England that particular economic questions 
or ciionomi<? institutions should be above politics, what the}’ mean 
is that they sliould be above party considerations. Political life 
in England is divided into different political parties, the Con¬ 
servative, Labour, Liberal and so on. There are, however, 
qiK^stions of nationa] importance in which every one is interest¬ 
ed, and though these parties may be latter opponents, they have 
learnt by tradition to consider certain problems and institutions 
as natiniial and therefore above ])arty considerations. The Bank 
of Kngland is an economic institnlion, and its daily working is 
above polities in the sense tliat the different fiolitical parties will 
jif)t interfere in its normal working. The relations of England 
with h.dia are a national concern, and therefore whatever the 
party in j)uw<.r, arrangcnnmts will l)o made by whi(‘li the partit‘s 
wilLdo their work /jointly in c.onnr^'tlon with Indian questions, 
and as alr^*ud\ suggi'slcil the [ndinn (jiiestion to the average 
.Li!‘dislirnan is more eeonoinic than politicMk On llic other hand, 
wle n ihis idea of treating i-t'ononiic qii(*stions apart from polities 
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is preached in this country, it takes an entirely different colour 
because politics and political life in tliis country may be described 
to mean a long drawn out struggle between the subject popula¬ 
tion and the ruling race, in which the aim of the former is to 
achieve self-government as early as possible, and the aim of the 
latter is to postpone the inevitable day as far as possible. At 
bottom the struggle is economic, because the subject population 
desires that the whole of the national dividend and its future 
increase may be available for the people of the soil, and because 
on the other hand, the ruling race wants to see that the economic 
interests which it has already created in this countiy shall be 
maintained and perpetuated by political devices. Each party 
naturally looks at economic problems from its own point of view. 
The tlieory that economic questions shall be above politics, as 
applied to this country, therefore means the subordination of 
or the forgetting of the fact of India’s political status. When 
the educated Indian is asked to do this unnatural process in his 
mind in considering economic questions, he is asked to be un¬ 
scientific because he is told to forget a major fact. The ornission 
or even the subordination of any important fact in the solution of 
any scientific problem must bring a wrong conclusion and the 
process must be described as unscientific. The average English¬ 
man on the other hand can afford to accept this theory, because 
the omission of the fact of India's political status from the con¬ 
sideration of Indian economic questions, is a situation entirely in 
his favour; in fact, by doing so, he is able to pocket the strongest 
argument or assume it in his favour, and probably delights in 
the inevitable weakness of the ease thus presentf'd by his oppo¬ 
nent, whom he easily condemns as politically minded if he dares 
to remember the fact of this political status. 


In brief, the use of this theory in this country amounts to 
this, that the stronger |;)arty to the struggle oats half the cake 
first, and then offers to slian* the other half, making at ilie same 
time the other party believe that it is tlu' whole. And when some¬ 
times tlie weaker parly for fear of losing even tlie crumbs gets 
into the belief, it is patted on tlii^ back liy being given the dignilied 
title of being scientific. Whereas the use of this theory in Eng¬ 
land and olhei- countries means tluit c<‘rtain questions shall be 
above party pobtics and therefore looked uj>on as nafionab in 
India it results in. tlu' adopliun of an anti-national point ol view' 
for those questions \vhich eminejitly napiire a national outlook. 

Just as 1 do not w^ant to forget the peditical facts in an e^'ono- 
mic issue, I also do not ^vant to be excited over it. Scientifio 
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requires a rigid exercise of the mental faculties; it is 
a i>i'oc.oss which hy its very natux'e is cool mid steady and remains 
unperturbed by passing waves; this means that just as it is un¬ 
scientific and tlierefore wrong to forget the political facts per¬ 
taining to an economic issue, it is equally wrong to exaggerate 
such facts by sentiment or prejudice. 




Having cleared the ground by the.sG general observations, 
let m.o indicate in, brief the scope of this series of lectures. The 
proposed constitution is now popularly known as a federal con- 
stitutioii, in wliicli tlnn’e will Ixi cortuiii coiisliliu.'iil units on tho 

one hand and a central federal government on tlie other. The 
constituent units will consist of tlie British Provinces and the 
Indian States,, and the Government of India will be transformed 
into a Federal Central Government. There will be some peculiari¬ 
ties due to historical and existing causes, inasmuch as the 
position of the Provinces and the Indian States will not he the 
same in relation to the Federation. Whereas we shall have to 
take due note of these peculiarities, it is obvious that the Govern¬ 
ment of the country will be represented either by the constituent 
units or by the Central Government as the case may be in the 
day to day life of the people. The nature of these units and of 
the Central Government and their mutual relations are there¬ 
fore obviously important. In order to be able to trace the possi¬ 
ble economic consequences of the proposals of the Round Table 
Conf(3rence, it is necessary that we should try to visualise the 
shap(^ that these proposals are likely to take in the form of a 
working constitution in the immediate future. Having under- 
stf>od the working outline of the future constitution, w^e slmll be 
in a ])Ofiition to understand tlie economic forces that will liave tlieir 
olT(‘f‘t through the constitution on tin* life of the peo])Ie. The 
next tlnee lectures will tlierefore he devoted to tin* study of the 
coii.siitiitional structure with due reference to their economic 
siLOiiricnnco. As the inter-relation of the different parts 
of tlie new" co;istitiition is exjire.sseil in one important 
respect in the ])ropose(l financial arran.e:emeuts betwreen 
the constituent units and the central government, and 

as fmancial re.^ources must be consi^lered the chief instru¬ 
ment in the hands ot* tin* jun»venmieid in connection with 
its economic policy, we sludJ consider in brief these lesources 
in Lecture V. Withi the lielp of these facts, and in the light of 
llic «*conofni<' lost whi('h we have laid dow n, \vc shall tlien try to 
liaoi* the 4*coriuuiic efFccts of the new" constitution. For this we 
shull consider the produclive aclivities in the country in two 
hroud divisions, thoB<*. in rural ur(‘as and those iii urban areas. 
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The object will be to ascertain how far the new constitution will 
enable the people to raise their standard of life. From the point 
of view of larger production, transport plays an increasingly 

iini5ortunt jjart; wo shall consider therefore the position of ti’ans- 

port from this point of view, that is, as an auxiliary to produc¬ 
tion. The productive activities within the country on the one 
hand, uiid the external economic relations of the country on the 
other will he closely bound up with the linaucial machinery in 
the country, which we shall consider in Lecture IX. In the con¬ 
cluding lecture, an attempt will be made to focus attention on 
the probable economic effects that may be expected out of the 
new constitution. 






n. THE PROVINCES. 

The new constitution will involve a certain amornit of pro- 
gress in the direction ot democratic government, the measure of 
progress bemg comparatively larger in the Provincial units than 
at the Centre Ihe Pro^ancial units will, in some cases, he split 
up, toi example, Smd will be separated from Bombav, and Orissa 

unL'win the separation of these 

l T • ®^'"ting Indian Empire, but is sup- 

Ivl f. fx f^tiesion to the people inhabiting these 

s, so that they can play their legitimate part in the Empire 
as a whole, the proposed separation of Burma is of a different 
nature. It sepamted, Burma will, in future, be a separate entitv 
e Ceylon; it will have a separate constitution and will bo under 
the control of the British Government. The same applie.s to 
Aden. As against this separation, we shall have a Federal 
arrangement at the ^ Centre, in whi(di the Indian States shall 
participate along with the Provincial units. This means that 
for certain common poi-poses, Geographical India and Political 
Jndia may be about che same, which has not hitherto been the 


case. 


Sejtd. 


The separation of Sind and Orissa from the existing adminis- 
tiatne units will involve delicate questions of financial adjust¬ 
ments, lioth with reference to tlie existing Provincial adminis- 
reference to Federal Finance. The separation 
ol Sind has involved several inquiries ami long discussions Sind 

’.lAs of the revenues drawn from other 

tr tio,, c F Presidency are used to support the adminis- 

t 01 wa. 1 m »”'l^'r^tood that the separa- 

1tnoiighf about only if Sind could bo financially 
It. When It was realised that this was impossible, clTorts 
ueie made to pass on some charges due to the Llovd Barrage to 
Lombuy, and some to the Central Government. The ini(|uity of 
ai-lajig Poinhay to jjay loi’ thr Ht^parution of 8in<l lias liCcii 
givofi up; Sind \yill now br an AJl-India Inirdcu. Tlip latest 
estimate is that in spite of economies, uikI now t?ixation, Sind 
would bo in dofi**it l)y about To lakhs a year, and the proposal is 
tiiat lho Central riovormuout .should give a subvention to SIiul 
tJll the deficit is oxtinguishod, nay in iiftcon years. ^ 


The Pro\t[nces. 

Orissa. ' 

The case of Orissa for separation from Bihar has involved 
less trouble. But in this case also the cost of separation will 
have to be borne by some one else. It has been estimated that 
Orissa will start with an initial deficit of 281 laldis rising ulti¬ 
mately to 35 laldis. It is not possible to meet the deficit by in¬ 
creased taxation of the people of Orissa, and the conclusion is 
that tliere should be a corresponding subvention from the Central 
^ Treasury. 

BxmjviiV. 

The separation of Burma has created an acute controversy. 
Certain interests desire seiiaration, which was almost a foregone 
conclusion at one stage. Others desire to join the Indian Federa¬ 
tion with the right to secede in future. The problem will have to 
f be solved as early as possible. We may consider in brief the 

general economic effects of separation. Unlike Sind and Orissa^ 
the sejiaratio]! of Burma vlll cause fundamental economic 
, changes. The large interests of Indian businessmen now settled 

in Burma may be atTected for the l)etter or worse according to 
h the nature of tlie Burmese Government of the future. The outlet 

which Indian business enteriDrise and capital now fimls in Burma 
will therefore be afl’ected accordingly. Besides these important 
general consequences, there will be others alTecting the finances 
^ of tlie Central Government. The revenues of India will be 

reduced by about five crores, because of the lo.ss of Customs 
^ duties now realised tlirough Burma. As against this there may 

be some relief which will depend on delicate negotiations, and 
which will in any case leave a large net loss. If the public debt 
of India is divided between India and Burma, tlnu'c may bo a 
saving in interest charges. It has been suggested tliat Rs. G1 
crores of this debt should be regarded as Burma’s share. Idie 
other question is wliether Burma should pay towards the cost of 
the Indian army, which is regarded as a reserve for the derem*o 
7 and internal peace of Burma. Again, if Burma is se])aralod, the 

question will arise whether there should be free trade betwecm 
j India and Burma, as now, or whether each should be free to tax* 

, the products of tin' other. The necessity for a tradt* agreiuTient 

i between the two may arise, wbirli wall have to take acccumt of 

f existing facts and future possibilities. 

I Functions. 

^ Regarding the functions of the Provincial units, ami tbeiT* 

T relations with the IVderal Centre, there havi* been dilTcrencca 
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of opinion, and final decisions have not yet been taken. Certain 
subjects have been defined as ‘‘federal for policy and legislation”. 
In some cases, where the States may not like to part Avith all 
their powers, uniformity will be achieved by “negotiation and 
agreement”. The preparation of lists of subjects which shall 
be exclusively provincial or exclusively federal has caused diffi¬ 
culties; this partly depends on the settlement of the question as 
to whether “residual powers” are to be assigned to the Pro¬ 
vinces or to the Centre. Again, there are subjects in which 
“concurrent” powers may have to be assigned to both, in which 
case provision to avoid conflicts will be necessary. Pending the 
solution of these problems, we may say that for practical pur¬ 
poses, the list of provincial subjects ’will be as under^— 




1. Local Self-Government. 

2. Public Health, Sanitation and A^ital Statistics. 

3. Education. 

4. Public Works. 

5. Water Supply, irrigation and canals, drainage embank¬ 

ments, water storage and water power. 

6. Agriculture. 

7. Civil veterinary departments. 

8. Forests. 

9. Administration of Justice. 

10. Stamps. 

11. Eegistration of deeds and documents. 

12. Industrial matters; as regards 

(a) Factories. 

(b) Settlement of labour disputes. 

(c) Welfare of labour. 

(d) Electricity. 

(e) Boilers. 

13. Prison and Prisoners. 

14. Control of Services. 

Governor's Powers. 

Tl'c ^linisters will hav^* a constitutional right to tender 
u(lv:<e, aiMl the Goveriior xvill, cxcta»t to the extent and in the 
circuTustances explaijied below, be- guided by that advice. 

0 .) For u inore .U tnUo.l iiBt -f (‘la880,l * * Kxdusiv. ly Pr.^vin-inl ♦ a^e 

Wlnti? Fi4j^*r, Vi, Li^t >5. 



MWisr# 



{a) The enactment of provision in the constitution that 
the Governor has a ‘^special responsibility’’, not for spheres of 
administration, but for certain clearly indicated general pur¬ 
poses, and that for securing these purposes he is to exercise the 
powers conferred upon him by the Act in accordance with 
directions contained in his Instrument of Instructions; and 

(6) Tlie insertion in the Instrument of Instructions inter 
alia of a direction to the effect that the Governor is to be guided 
by his jMinisters’ advice unless so to be guided would, in liis 
judgment, be inconsistent with a “special responsibility” imposed 
upon him by the Act, in which case he is to act notv\dthstanding 
liis Ministers’ ad\dce, in such manner as he judges requisite for 
the due fulfilment of his special responsibility. 

“It vill be apparent from this conclusion that the Instru¬ 
ment of Instructions will assume a position of great importance 
■as an auxiliary to thje Constitution Act.” 

Some of the special responsibilities of the Governor will 

be— 

(1) the prevention of grave menace to the peace or tran¬ 
quillity of India or of any part thereof; 

(2) the protection of minorities; 

(3) the preservation of the rights of the public services. 

Besides these the Governor will also possess the following 
powers:— 

(a) The power to dissolve, prorogue and siunmon the 
Legislature; 

(b) The power to assent to or withhold assent from Acts: 

(c) The grant of previous sanction to the introduction of 
certain classes of Legislative measures; 

(d) The power to take action, notwithstanding an adverse 
vote in the Legislature; 

(e) The power to arrest the course of discussion of 
measures in the Ijcgishiture; 

(/) The power to make rules of legislative business in so 
far as these are K^juired to provide for the duo oxon iso of his 
own powe rs and re.sponsibiliti(‘S. 

Wherever the Governor's special responsibilities are involv¬ 
ed, he will be em})owered not onl\. as is mentioncil above, to act 
vitboul, or, ns the case may bo, contrary [f) tlio udvioe of his 
Ministers, but also to (aninteract an adverse va>te of the Legis- 
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lature, whether such a vote relates to the passage of legislation 
or to the appropriation of funds. Ministers will be constitution¬ 
ally entitled to tender advice and unless that advice is felt to be- 
in conflict with one of his special responsibilities lie will be guided 
by it. If in the fulfilment of his special responsibility, the 
Governor decides that a legislative measure or supply to which 
the legislature will not assent is essential, his special power will 
enable him to secure the enadment of the measure or the 
provision of tlie supply in question. 




One of the siiecial resiiousibilities of the Governor will be the 
execTitioM of orders passed by the Governor-General, and con¬ 
sequently the Governor will act otherwise than on his Ministers’’ 
advice, if such advice conflicts with the Governor-GeneraFs 
instructions. 


Under this constitution the Governor will have power to 
legislate by Ordinance. 

Ministers. 


Subject to the powers of the Governor, the Ministers will 
have freedom to carry out their policy, for which they will be 
responsible to the Legislature. In practice, this responsibility 
may not be effective. The Governor may select a Chief Minister 
and ask liiin to nominate his colleagues. This will be possible 
only if a clearly defined party lias a majority in the Legislature. 
If this is not the case, the (Jovernor will bring together several 
leaders of small groups, whose combined following may form a 
working majority, but who may not have a connnon policy. The 
desii-e of minorities to see that they are represented olTectively 
not only in the Ijegislature but also in the Executive will result 
in such loosely formed cabinets, if tlu^ Governor interjirets his 
special responsibility for tin* protection of minorities in this way, 
the result will lie the sam(‘. Bedsides, it is not eleai* that the 
Cabimd will have a joint responsibility; probably this is left to 
l»e develo])^ (1 us a convention. The ahseiute of a clear definition 
ot joint responsiliility how(wer will give an impetus to disinte¬ 
grating loices, and the formation of Cahinots pledged to well 
deliiH'd ))rincipleh> or polici(\s will not he possible. Those remarks 
will l>e l)(‘tter understfiod if w(‘ k(*e]) llu* c4)inpositii)ii of the. Legis¬ 
lature in view. In this conni^rdion, we shall first consider the 
<[nesiion of the franchise. 


Fraxoutse. 

Without adliei ing to any accepted principle of fraiu*hise tlTe 
liothian Gominitlce u<ln[iU-<l tlu' criterion of ex[)anding the 



electorate in this country to wliat they considered to be a practi¬ 
cal size. This happens therefore to be the upper limit so far as 
the numbers of the electorate are concerned. With this end in 
view, different i 3 rincii^los or methods have been applied to ditfer- 
ent groups or sections of the people, in order that each of tliem 
may get an approximately proportionate share in the future 
electorate. In some cases in addition to a wider franchise, cer¬ 
tain groups are given reserved seats so that their interests may 
be better safeguarded. The franchise for the Provincial Councils 
and the Pederal Assembly is not the same, that for the latter 
being much narrower. Though the general framework for the 
Provincial Councils is the same, there are difTerencos in detail 
due to local factors. 

A combination of property qualification and an educational 
test pervades the scheme by which the right to vote is to be 
given for the Provincial Councils. Whereas the property quali- 
lication applicable to different groups is the same, the educational 
test varies with reference to this or that group. In other words, 
a higher or lower educational test is used as an elastic method 
lo make up for the proportionate share of the different groups 
in tlie electorate on the one hand and for the total practicable 
size of the electorate on the other. 

The property qualification for rural and urban areas is 
different. Confining our attention to the Bombay Presidency we 
find that the existing land revenue qualification of Rs. 32 per 
year has been reduced to Rs. 8 per year. In towns and (*ities 
property qualification will be based on house nnit; this will be 
half of the present requirement, that is, instead of Rs. 120 per 
3"ear in Bombay, it will be Rs. 00. In other towns this tiguri* is 
smaller. All incom(‘-tax nssessees will he qiialitied to vote. Be¬ 
sides, a few people wlio have a ret^ord oi* military si'rviee will 
also bo included in the electorate. This number will be siriall iu 
most in*ovinees; it will be large in the Punjab. The cducalional 
test for the right to vote for provincial councils is that of the 
upper primary standard, whii'h means (fducation for four or live 
years at a primary sclnml. I'his lest has Iiemi Jineered in the 
case of the depressed clas.«os and women, and it lia.s ])i*en jn-o- 
vided that tho.so who fulfil tlio literacy tc.T in tliest' two grou])3 
will 1)6 (|iialified to vote, 'fhe literary test would amount to 
merely the ca])aoify to read and wo-ite a lejfer in one's owm 
language. It i>^ expected that tins an-angemeni wmidd ^i^'e a 
substantial addilicni of voters to ilioso two groups. In ilu' case 
ol' tlie (lo])res.sod classes, the idea has been that I heir voting 
strength should be about 11) per (‘crit. of their {xq'nilalion \ ilTagt^ 
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servants who are usually drawn from these classes will also be 
added to this electorate to make up their percentage. In the 
ease of women, the idea is to bring about an electorate in which 
Uieir share shall be at least 20 per cent, of the men voters. 
Resides the qualifications referred to above, it has been laid 
own that wives of those who have a property qualification now 
in vogue for Provincial Councils shall become voters. 


%L 


It is obvious that some of these tests are overlapping; each 
voter will, of course, have the right to have a vote only under one 
ol these qualifications. It is expected that whereas the existing 
rercentage of voters to population is a little more than four, the 
))roposed arrangement will raise the figure to 13. 


.Special representation by way of reserved seats is to be 
given to certain interests in the Provincial Councils. Indus¬ 
trial J.abour, Minor minorities, Landholders, Commerce and 
Industry, Universities and Women are the parties that will 
receive .special I’epresentation in the l^rovdncial Councils. With¬ 
out going into the details of the special seats available to other 
interests, we may here mention the fact that in the Provinces, 2 
to •) per cent, of the seats will be reserved for women in the first 
ten years; the exact percentage varies according to the terms of 
tile Communal Award for each Province, which, for example, 
giv('s si-veii seats to women out of two hundred in the Bombay 
Couneil. It is obvious that in addition to the reserved seats, it 
would he possible for women candidates to obtain r.tlier s(>at.s' in 
the T.egi.dafures. Wher..as the only woman member of 'the 
I.otbian (ommittee, .Mrs. Subbarayan definitclv recommended 
th:it the women candidates should represent all women irre.s- 
p.elive oi communilies, the Communal Award has introduced 
ll;e emninunal element into tin- reserved seats available to women 
m the Provinces. This means that the reserved seats for women 
will be distributed among the .separate electorates meant for 
A-ahomedans end non-.Mabomedans. The balance attempted 
to be created I.etwei n the voting strength of the different eom- 
immitKv ba,- been a greater eonsid..'ration than the desire of 
woniun to l»o abovo (M)iunnninl bia.^. 


'riir*s(> n coauDciMlations are not fmal, bivaiiso 11103- 

hnvc Im*( ri .lur t pir.d h)fn af tlio ibirrl J'lnmu] Tnbli* (’oii- 
b'l. ioM.. Ucoaidiiiu tlit‘ (du(*nlional Por nion. fintiior iii- 

aro It# b** l^( si(l(‘H, thoro wns a «b*;->iro to liavoj i)j^ 

tosi for wonion as for nn-ii. T!io su^^ostion 
dibit wivu.H njid wido'v.si ovur 21 of inon ijualilu’d h;.* ])ropovty to 
voto ioi- iiio ( visibly uoiiiifils, lias boon ^\i(Uly r(‘^ontod. Ono oC 
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the solutions that has been suggested is to leave the method of 
enfranchising women to the Provinces, after laying down that 
the ratio of men to women voters should be 44 to 1. 


In considering the composition of the Legislature, we have 
further to take note of tlie Communal Award. According to this, 
certain seats are assigned to certain communities, the remaining 
seats l)eing descrilied as general. For example, we have seats 
for Mahomedans, Depressed Classes, Europeans, Indian 
Christians, Anglo-Indians and so on. Similarly, there is a reser¬ 
vation of seats for Commerce and Industry, Labour, Land¬ 
holders, Backward areas, and the Universities. The distribution 
of seats for these special interests has the communal balance in 
view; the same applies to the reserved seats for women. As we 
all know, the Communal Awai’d has been modified so far as the 
depress(^d classes are concerned. Their separate seats will be 
amalgamated with the general seats; but according to the Poona 
Pact, there will be certain primary elections, and out of the 
panels so elected, tlie general constituency will vote for a certain 
number. Tlie arrangement has given valuable ])rivileges tb the 
Depressed Classes, while preventing the disruption of Hindu 
Society by a political classification. 


Economic Interests in PKOvixcLiL Coxtx’ctls. 


The constitution of the new legislatures both in the Pro¬ 
vinces and at the C^entre, is so arraiigi'd that it is difficult to fore¬ 
cast the extent to which difi'erent economic interests will be 
represented in the same. In spite of this, it is possible to trace 
broad teiuhmcies which vaW be refiecdtHt in the legislatures in any 
<*ase. Taking the Provincial Councils for the jiresent, and basing 
our remarks on the possible constitution of the Bombay Legis¬ 
lative Council, we find th^it one-third of the votei s will be drawn 
from rural areas, tlieir qualification being [)ayment of laud 
revenno. If we add to tliis rural interest, the mmilxM' of poox)le 
connected witli the land, as from tlu^ d(‘pr(>sv.tHl classes, 
and from among the women voters, and also ilu^se due 
to the educalicmal test, if applied, it would not bo dinieiill 
fo say that more than lialf the voting strengtli wilt 7 c]>resrnt 
laiid(‘d intei*est. d'hi' second large Idoek of v<ders will 
))e coinp'osed of those win* liv*' in (‘ities and pa\ a certain spc(M 
fil'd house nuit. From tlie amount of tlu' rent whieh has Im'Oii 
laid ilown as a qualifying test for a vote, it is olnions that tin’ 
Jiia.jiulty of this elass will bo those who oaii be descril^**<l a< con¬ 
stituting the h»w«'i* iniddh' c'lass in tijwns. h(^ iiie<*me-la k 
H‘‘'- es,sees will inelnde rlie i*i*w i irli. but there will also be a e(*iijiiu 
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^umber in this category who will be overlapping with those living 
in towns and qualified to vote because of house rent. The number 
of women voters in towns is likely to be proportionately larger 
than in the village areas, because the educational qualification is 
likely to be fulfilled more easily in towns, where women as a rule 
will like to take a greater advantage of the vote . But these groups 
ha\e eompai’atively little cohesion from the point of view of their 
economic interest, and we may safely conclude therefore that the 
predoimnant element will be of those members who ai’e elected 
by agricultural interests. This fact is recognised in the Com¬ 
munal Award which, while trying to distribute the seats accord¬ 
ing to communities, also provides for reseiwation of seats for 
Commerce and Industry and for Labour. In Bombay for 
example, it has been provided that Commerce and Industry will 
get 7 seats, and the same number will be allotted to Labour. Out 
of the I seats available for Commerce and Industry, 4 will go to 
Itiuropeans and .5 to Indians. Apart from the representation of 
economic interests, as pointed out above, there are bound to be 
groups of membei's according to communities which they repre¬ 
sent. These groups will present a large variety because of 
differences in local conditions in different provinces. So long as 
the communal interest is uppermost in the minds of each such 
small group^ it will be difficult to form parties on broad principles, 
either political or economic. This means that the formation of 
economic policy must suffer unless in due course it is realised 
that economic interests are of greater importance than com¬ 
munal interests. The difficulty created by the introduction of 
the communal principle in the constitution of the legi.slatures is 
thins obvious. 





III. THE INDL4N STATES. 

The Indian States as constituent members of the Indian 
Federation along with the Provinces present a mo.^t interesting 
problem both in j)olitical theory and practice. Whereas the 
Provinces will have some form of democratic government, the 
States will continue to be under autocratic rulers. Whereas in 
the Federal Legislature, the subjects of the Provinces will be 
represented directly or indirectly, the subjects of the States will 
have no place in the new constitution, as the Princes will send 
their own nominees to the Federal Legislature. We shall con¬ 
sider in some detail later, the significance of this new arrange¬ 
ment. In this lecture, wo shall confine ourselves to an nuder- 
standing of the position of the States in relation to the Para¬ 
mount Power at present, and in fxrture when the new constitution 
comes into being. In doing so, we shall refer mainly to the 
economic aspects of the problem, which will incidentally enable 
us to realise how certain subjects or departments of an All-India 
nature, wdiich must of necessity be treated as federal in future, 
are already federal in practice, in as much as they are under the 
control of the Dovernuient of India, the States having little or 
no voice in their management. 

Internal Government. 

The internal administration of the States presoits a large 
variety. Legislative Councils of a consultative nature hav<‘ been 
formed in about 30 Slates. High Courts on the British model 
exist in about 40. The separation of oxo(!utive and judicial 
functions has been brought about in 34. The degree of adminis¬ 
trative efficiency reached in the different 8tate.s varies widely. 
The maldng of laws for internal purposes, the le\y of taxes and 
the general administration is in the hands of the Slates. 

xV British Eesident or Agent represents the Crown in c.ach 
Stall'. He tenders advice to the ruler, and reports to tlio British 
Authoritie.s. Some of the States pay tvibute to the Crown, flic 
amoiint varies according to treaties which hroughi them into 
existonee. The tributes are credited to tlie revetiue.s of India. 

The Crown controls the external relations of the ."'tale-. 
For this purpose therefore, the subjects of Indiiiii Stntes Jimi 
their tertitory are oti tlio same fooling as those of Biilisli Indi i. 

3 
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The major States maintain troops known as Indian State 
Forces at their own cost. This is encouraged by the Government 
of India, as these troops are supposed to co-operate mth the 
Indian Army for the maintenance of the intei’nal peace and 
external defence. 


The Paramount Power. 

The intervention of the Paramount Power in the internal 
affairs of a state may take place for the benefit of the Prince, of 
the state, or of India as a whole. 

“The conduct of the Prince may force the Paramount Power 
to intervene both for the benefit of the state and the benefit of 
the successors to the Prince. It is bound to intervene in the 
case of gross misrule; and its intervention may take the form of 
the deposition of the Prince, the curtailment of his authority or 
the appointment of an officer to exercise political superintendence 
or supei-vision. In all these cases a commission must, under a 
recent resolution of the Government of India, be offered to 
inquire and report before any action is taken. 

Most of the rights exercised by the Paramount Power for 
the benefit of India as a wliole refer to financial and economic 
matters. “ It is in respect of these financial and economic matters 
that the dividing line between state sovereignty and the authority 
of the Paramount Power runs; and apart from interference 
justifiable on international grounds or necessary for national 
defence, it is only on the ground that its interference with state 
sovereignty is for the economi(! good of India as a whole that 
the Paramount Power is justified in interposing its authority. 

The theory of the Paramount Power is well defined in the 
following extract from a letter by Lord Reading to lI.E.H. the 
Nizam in 1926:—“The Sovereignty of the British Grown is 
supreme in India,, and therefore no Ruler of an Indian state can 
jn.'itifiably claim to negotiate with the British Government on an 
equal footing. Its supremacy is not based only upon treaties 
and engagements, but exists independently of them, and (phte 
ajiart from it.-- prm-ogative in matters relating to foreign powers 
and policies, it is the right and duty of the British Government, 
while scrupidon.sly re.ipecting all treatie.'j and engagements with 
the Indian sbdes, (o preserve peace and good ordin- thronghout 
India.’ 

In iiradii e. we find that within their internal splnwe, tlie 
rulers are irre:-|) 0 )isible to tln.-ir subjects and interve-ntion by the 

i'1) lii'H. r < Viiuuii', t. g pp. liP.'iO. 

/hid., p. :io 
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Paramount Power is confined to extreme cases of misgovern- 
ment. But there are certain subjects in which the Government 
of India have found it necessary to acquire control. These are sub- 
jects in which uniform policy and administration throughout the 
country is both desirable and convenient. Among these may be 
mentioned Posts and Telegraphs; Coinage and Currency; 
Customs duties; Excise duties; Salt duties and administration; 
Railways and so on. 

We shall not go into the details of the way in which this was 
brought about, but shall rest content with emphasising the fact 
that the administration of these subjects has been largely in the 
hands of the Government of India, even when they refer to the 
territory of Indian States.^ 

The States and the Federation. 


Under the Federal Constitution, the States will acquire a 
new privilege, of having an effective voice in the management 
of these All-India activities, which they did not have till recently 
even with reference to their own territories. In spite of this 
important development, the States have shown considerable 
liesitation in accepting the responsibilities of running the Federal 
Government of India, in the form of adequate financial contri¬ 
bution. Wliereas the Federal Government will be able to impose 
direct taxation on the subjects of the Provinces, it will not be 
free to do so with reference to those of the States. 

In order to understand fully the significance of the ano¬ 
malous situation described al)Ove, we should point out that certain 
legal or constitutional fictions have come into existence to cover 
the paradox. It has been assumed that tlie States liad sovereign 
])owers with reference to the All-India subjt^cts im*nti<nied above, 
tliat in order tlial the Federal Government of India may be in a 
position to exercise powers over these and other federal subjects 
relating to the t(‘rritor\ of tlie States, tlie Sovereign autliority 
ill each ease, that is, ilie Prince of each >State should foi'inally 
transfer tins pow'er to the Federation. Bnt the Prince is subject 
to the autliority of the Paramount Power, and therefore can¬ 
not transfer his power directly; he should do so through (lie 
(h’own. Accordingly, a document known as the Instrument of 
Acc'ossion will be drawn up by eaidi State se|)aratcl>. by which 


(1) Cf. * ^ It uiU b*' JipiJMf t. n/. fr-mi tl r above tiia' tlu‘ fiv. rliniii-ly iilofl 

with nunu'jrous branches ef alj India niiivity and th.at Oiin pnMi-.sa luid alroad> lo* 
far ovon bti.'re llu* or jhe I\ il« rul ideal. To u ^ruaf • iiolia-vl Ujiiltvay*. 

^Sirrenty and Coiiiapo, Popita and dV K-ifrnphR and Salt ar<‘ already federal aul'joctP. ’ 
Davidson Oonijuittec Report, pp. l.Vlt. 
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the State would agree to transfer certain powers to His Majesty 
the King for exercise by the Federal Government. 


This arrangement on the one hand is meant to show that the 
States have voluntarily entered the Federation; on the other to 
reaffirm the sovereignty of the States and the Paramountcy of 
the Crown over them, at the time when the Federal Constitution 
conceived in a democratic spirit comes into being. The Para¬ 
mount Power over the States will be exercised by the Governor- 
General in his capacity as Viceroy, independently of the Federal 
'Executive. Under the circumstances, to what extent the States 
will be really independent in the exercise of their voting power 
in the Federal Legislature, it is difficult to predict. Either the 
nominees of the States in the Federal Legislature shall be 
reduced to what is now’- known as the “official bloc’'; or the 
Paramount Power shall be reduced to a shadow. 


At the Round Table Conference and elsewhere great soli¬ 
citude has been shown by the British authorities to persuade the 
States to join the Federation. In fact, the acceptance of the 
Federal ideal by tlie States’ representatives has paved the way 
for the acceptance of some form of responsible government at 
the Centre. This has been so, because the States are expected 
to form a powerful conservative balance to the left wing Indian 
politician. The States in their turn have seized the opportunity 
to ask for concessions or immunities from financial burdens. 
The ease with whicli the States have been accommodated in the 
proposals hitherto made is remarkable. This shows how import¬ 
ant economic and financial consequences follow from political 
considerations. 

The actual financial position of the States with reference to 
the Federation will be discussed in a future lecture; we shall 
[)r4 pare the ground by referring to two important points whicli 
raised controversies, and on which certain solutions have 
b»‘<*u arrived at. These refer to Salt and Customs revenue. 


shall not go into the early history of tho.<e (luestions, but 
shall statn the position as it is at present and consider the w'ay 
in vvhii'h they are going to be treated under tbe Federation. In 
order to be precise in our remarks, wo shall quote the relevant 
passages from official sources. 

S.vr/i. 


“The Halt monopoh whicli ilio Government of India has 
r r(^aii;tl together with the OHtablisbod system of collofling the. 
oxilise duty at the sourcoH *>i' ])rodiidjou. oiisures tliat the whole 
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population 6f India, whether resident in British India or in the 
States (with the exception of Kathiawar and Cutch and certain 
areas supplied from ^landvi) pa^s the salt tax at the rate fiom 
time to time in torce in British India, It is true that to some 
extent this tax enui-es for the benefit of the Darbars, and not of 
the Government of India, but in the main, the popxdation of the 
States contributes to salt revenues on the same basis as British 

India 

Conditions in Kathiawar :^—Kathiawar states, while 
left free to continue the manufacture of salt, were subjected 
W'ithout compensation to very definite restrictions in regard to 
the quantity of output and tlie sale of the salt so manufactured. 
The sale of the KathiaAvar salt was and is unrestricted within 
Kathiawar, and carries no duty payable to the Government of 
India, but a preventive line is maintained on the inland boundary 
of the peninsula, across which no Kathiawar salt is permitted to 
pass into the nifirkets of India”. 

“All the inland states of Kathiawar purchase their salt 
from the maritime states and such excise duty as is charged upon 
this salt goes, not to the Government of India, but to the mari¬ 
time states. The effect of the present arrangement is that the 
inland states cannot claim any credit in respect of a contribution 
to central salt revenue in as much as they pay nothing and must, 
therefore, be debited with the A'alue of a complete immunity”. 

“The maritime) state.s are in the enjoyment not only of com¬ 
plete immunity for themselves, but are also enabled to impose 
such salt taxation as they choose upon their non-producing 
neighbours.” 

The Davidson Committee pass the following remarks on the 
Kathiawar arrangement®:—“We are of opinion that restrictions 
upon trading activities imposed under Paramountcy without 
com])onsation cannot be maintained iituler Federation. We hold 
as general principle that under P'oderal India, states owning 
valuable salt sources should be treated not as po.ssrssing poten¬ 
tialities of danger and injury to salt revenues, but a.s units 
capable of making a helpful contribution to the cfficimit and 
economical supply of salt tci India as a whole.” 

“Wo therelV're .suggest that all rostriction.s whatsoever on 
the marketing fl" salt uinTiufacturcd in Kathiawar he witlulrawn 

(1) Davidson (Vunituttyo K^'port, porn. 21S, p. . 

(2) Ihia., pp. 

(a) Ihiil., pp. 79-80. 
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are of opinion that, in return for freedom to trade, the 
states concerned should voluntarily submit to the collection by 
Federal officers, at the source of manufacture, of the All-India 
excise duty.” 



Cutch ^. —“The conditions existing in the state of Cutch are 
very similar to those existing in Kathiawar, with the difference 
that the market for Cutch salt is limited to Cutch itself under 
a paramountcy agreement.” 


The total annual value of the immunities^ in respect of salt 
enjoyed by Indian states (including Kathiawar and Cutch) 
amount to Rs. 46 lakhs according to the present rate of Rs. 1-9-0 
per maund.^ 


Sea Customs. 


The Simon Conunission while discussing the economic unity 
of India observe, “the fact that the majority of the states are 
land locked, places them in a position of reliance on British 
India for their communication with the rest of India and the 
outside world, while the existence of ports in other states had 

already caused complications. The point is well illustrated 

by the effect on the states of the adoption, at the wish of the 
Assembly, of an extended protective tariff. This body, legis¬ 
lating professedly only for British India, has in effect imposed 
indirect taxation on the inhabitants of the states. The states 
themselves have their own tariff policies, and there is a serious 
po.ssibility that, unless provision can be made for the reconcilia¬ 
tion of divergent interests, numbers of tariff walls will be per¬ 
petuated in an area where fiscal unity is most desirable*.” 

Tlie Davidson Committee summarhses the attitude of the 
maritime states in the following words';—“They argue that they 
p<».sKet!^ Ity vii tue of their sovereignty the right of levying and 
retainiiig sea customs duties at tlieir own ports; that while they 
have agreofl in tlie interest of India as a whole to levy such duties 
at rates not lower than those charged at entry into British Indian 


(1) "DavidfiOD Cnminittee Bcp'irt, pnrn. 218, p. 81. 

(2) The term is lahon to moan “the of the oxerapMon 

]ry ii State )j,,t uuwi'Hurily it8 inlinhltantfi), tb<> u]«crution 

of its trt'i’tios or cojnmen iul ngrt ' nu-jiln from llio to llu* C M»trnl revenue's 

vhioh ifl made, through tlii^ iiiridenco of the t«x, by (Ik )»rovi*)on« irt’ Brilinh India 
and bjr other Stab'll*'. pp. 70-77.) 

(H) Ib'd,, Aiipon^iuc V. 

(4) Ib'jiori, Vol. 11, p. II, para. 17. 

(0) Ib'povt, pp. 84 sn. 
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ports, the existing scale of duties has been determined by British 
India Avithout reference to them; that the revenue they derive 
from these customs duties is substantially elastic, and an 
important part of their total revenues from which their state 
expenditure has to be met; that the appointment of the staff by 
which they collect and the manner in whicli they disburse 
the revenue so realised from customs duties are entirely matters 
for their own decision; and, in particular, that they cannot be 
debarred from utilizing that revenue in the maintenance and 
development of the ports at whicli the customs duties are levied.” 

“On behalf of British India it may be said that it is an 
essential part of a federal scheme that there shall be a uniforip 
system of customs duties — uniform in the scales of charge on 
each coimnodity, in the method of collection and in subordination 
to the Federal authority,—and that it would make for efficiency 
if not necessarily for economy, if all customs staff were concen¬ 
trated under one administration; and that, if the revenue realised 
from such a uniform system of customs duties is to be allotted 
wholly to federal needs, it is reasonable that against the value 
of the duties levied at their ports and hitherto retained by the 
slates there sliould be set off the value of the general benefit 
which would accrue to the states from h’ederation including the 
right to a voice in the determination of Federal policy.” 

“British India also not unreasonably complains that trade 
is diverted from its own ports, with consequent loss of revenue 
to ports developed and maintained by states by means of sub¬ 
sidies from their general revenues, which are being constantly 
increased by the customs duties arising from the trade which 
those subsidies have attracted. The.se subsidies may lake the 
form of provision of capital without interest or sinking fund 
charges, abnormally low port charges, especially for warehous¬ 
ing, the financing of traders on exceptionally favoiirable terms, 
and piefeientinl adjustment of state railway rates.” 

“The port trusts of all tlu' major ports of British India are, 
on the other hand, administered on a .«elf-supporling basis; llmt 
is to say, their income is derived from port dues and charges 
which they are required to adjust so as to cover all jnctju r ex¬ 
penditure, Including interest and sinking fund charges. They 
have no right to draw uyton the general revenues of tlie provinces 
in w’hicli they are situated or on tho.se <'f the (loA crnmcnt (>f India 
for the purpose of meeting any deficicuuy and ncitlier 4hey nor 
the provinces have any claim upon any ])art of the customs duties 
levied at fherr ports.” 
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Maritime States of Kathiaxvar .—line of customs stations 
was imposed from the Gulf of Cambay to the Eaun of Cutch 
along the British Indian frontier of the Kathiawar states. This 
cordon is Imown as the Viramgam line. 

The Bhavnagar State enjoys a special privilege in so far as 
all goods imported via all Bhavnagar ports are allowed to pass 
duty free into British India. 

The total value of foreign trade passing through Kathiawar 
States ports in 1930-31 was about Es. 1,020 lakhs. 

The whole customs revenue of the Kathiawar ports (includ¬ 
ing Bhavnagar) for 1930-31 was Es. 246-53 lakli^. Of this total 
Es. 122 '65 lakhs were recovered for central revenues at the 
1 ir^gam line and Es. 123-88 lakhs remained in possession of 
the States. 

The Davidson Committee* pass the following remarks as 
regards the present customs arrangement in KathiawarBut 
if the Viramgam line is^ finally abolished, the incentive to a tariff 
war tor the trade of Kathiawar between the port-owning states 
will lie very strong and they will be at full liberty to engage upon 
it. The representatives of one state informed lis of their inten¬ 
tion to attract irnport trade by cutting their tariff as soon as 
tlie rc.striclion.s imposed by the Agreement of 1917 could be 
regarded as null and void, and it only requires one state to 
initiate such policy for all to follow suit. Already there are 
suffieiont complications in Kathiawar arising from the divided 
ownership of the railwaJ^s which, within prescribed limits, enables 
some maritime states to offer better terms to import trade than 
others. 




As regards the reference to the Agreement of 1917 above it 
must be remembered that the imposition of Viramgam line nulli- 
hod tins Agreemoiit. 

however consi.st only of the maritime 
fctat..s but includes ahso many inland states. As the Viramgam 
ine IS ahmg the British Indian frontier, the ports of Kathiawar 
liu\e nil and free acce.ss to the non-mai-itime states as well as to 
their owm territory. The duties ultimately borne by the popu- 
latioji of the non-maritime states thus pass into and are retained 
in the coffers of the maritime states. Such states tlins to the 
<-.Ktont to which they draw their overseas imports from the near- 
est port.-i jjosscHS a full immunity. A.s regards retention of the 
David.son Committee observe, “w-e desire to 

di K«lM>rl, j>. 117. 
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emphasise our dislike equally of the retention of the Viramgam 
line as now established and of its erection elsewhere under any 
other name.” 

■ Maritime States all over India .—The total value of the 
foreign trade conducted by Indian states’ ports in 1930-31 was 
Es. 1,550 lakhs. This comes to 4 -28 per cent, of the total foreign 
trade of British India. The customs collections at Indian states’ 
ports in 1930-31 amounted to Ks. 280‘78 lakhs, of which Es. 122 '65 
lakhs was recovered for British India at the Viramgam line, 
leaving Es. 153-13 laklis in possession of the states. “The sum 
retained by the states does not represent the total extent of 
tlie immunity from contribution in respect of sea customs enjoyed 
by the states, as that immunity' is not calculated in all instances 
upon customs revenue directly collected arid retained. The 
aggregate extent of tliis immunity was Es. 182-42 lakhs in 
1930-31’.” 

General Conclusions re: Sea Customs.—“The customs right 
of Kathiawar and other states are, Avith very few exceptions, not 
the creation of any Treaty or Agreement but exist by virtue of 
the states’ own sovereignty. Tliey are rights cherished not only 
because of their financial importance, but also because they are 
the outward sjanbol of much that the states greatly prize. . . We 
understand and appreciate this point of view, but nevertheless 
we find it hai-d to reconcile with the ideal of a true federation the 
retention by any federal unit of its own sea customs receipts. 
Certain maritime states have stressed the point that the surrender 
of the right, possessed and exercised by most states, to levy land 
customs duties, is not in contemplation. But the analogx^ is a 
false one, for, inland customs duties, in so far as they are levied 
on goods from overseas, are an addition to the duties already 
paid at the ports, and their collection by the inland states does 
not subtract from the general customs revenues ot the 
Federation.” 

“We are, however, convinced as the result of our encjuiries 
that no port-owning state is likely to surrender its ou.stoms rights, 
even in return for full compensation*.” 

“If therefore, ])ort-ovniing state s arc to enter federation as 
every one must desire that they should, room must lie found for 
a compromise in which ideals and logic would yield in some 
measure to hard facts. .Vn arrangement whereby the juarititne 

states were at least enabled to retain in their own hmiU®‘4he 

..... ... • 


O') Dnyiilseu Conuaitlr'* Roport, p 
(2) Ibid., V- 
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tue of the duties on goods imported through their ports for 
consumption by their own subjects, even though it would involve 
some slight diminution of federal revenues, might well be accept¬ 
ed, in a federal scheme embracing so many diverse elements,”^ 


‘‘No arrangement of this kind could be contemplated in cases 
where it would conflict with Treaty rights. In cases where the 
situation is not complicated by the existence of such rights, it 
would involve either some system of financial adjustment where¬ 
by the state would retain or have refunded to it the amount 
which, consistently with the suggested principle, it was entitled 
to receive, or else the maintenance, where necessary, of a customs 
barrier%” 


The problem relating to Indian State Kailways will be 
discussed along with the question of Transport in a subsequent 
lecture. But we have seen enough of the nature of the complica¬ 
tions that exist, and the desire of the states to have immunities 
frimi the contributions, which they are now paying to the Govern¬ 
ment of India in one form or another and to escape other bni’dens. 
Whatever tlie grievances of the states in the past regarding the 
management of such common objects, in the future Federal 
Government of India, the states should be willing to share an 
equal burden along with the Provincial units. This should be 
the natural corollary of the privileges that the states are offered 
in the eontif)! of Federal Policy, a control which they have 
hitherto not enjoyed. It may be pointed out that the new arrange¬ 
ment wll lead to the improvement of their own .status in relation 
to the Paramount Power. 


(1) I>nvliliiGu OjininiltuL* Bcport, p. 129. 
(2; Jbuf., p. 3an. 
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IV. THE GO^HERNIklENT OF INDIA. 

In \new of the circumstances under which the Federation is 
to be formed, we shall have the future Government of India 
functioning in a dual character. In one sense it will be the 
Federal Central Government carrying out its duties regarding 
subjects classified as Federal. In another sense, it will be the 
Government of India of the present type carrying out its duties 
regarding subjects classified as Central. This is the inevitable 
consequence of tlie hesitation of the Indian states to hand over 
power to the Federal Government in all matters which on prin¬ 
ciple should be classed as federal. Tlus is thus the heritage of 
existing arrangements. 

The following is a list of Federal subjects':— 

1. Communications:— 

(а) Railways. 

(б) Aircraft and all matters connected therewith. 

2. Shipping and Navigation. 

(1 and 2 Federal for Policy and Legislation.) 

3. Ports, declared to be major ports by Governor-General 

in Council. 

4. Posts and Telegraphs. 

5. Customs. 

6. Salt. 

7. Income-tax. 

8. Other sources of all-India revenue. 

!). Currency and Coinage. 

10. Public Debt of Federal India. 

11. Commerce (including banking and insurance), 

12. Development of industries (in cases wh<>re specially 

declared to be so by the Federal Qoveriinient), 

13. Census. 

14. Geological and Botanical Surveys. 

15. Central agencies and institutions for To.sear<'li. 

16. All-India services. 

(1) Fcr an oxhaustlvo tUi, White Uiipor. .\pp. Vl, Lie! 1. 
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17. Light-houses. 

18. Port quarantine. 

19. Savings Bank. 

20. Trading companies and other associations. 

21. Cultivation and manufacture of opium. 

22. Stores and stationery for Federal Departments. 

23. Control ot petroleum and explosives. 

24. Inventions and designs. 

25. Copyright. 

26. Emigration and immigration into India. 

27. Federal Police organisation. 

28. Traffic in arms and ammunition. 

29. Survey of India. 

30. Meteorology. 

31. All-India statistics. 

32. Federal Services. 

33. Immovable property acquired and maintained at the 
cost of the Federal Government. 

34. The Public Service Commission (for the purpose of 
Federal services). 

The following is a list of Central Subjects:— 

Detcription of subjeats. SemarTcg. 

1. Public Debt of India 

2. Stores and stationery 

3. Central agencies and inatitutioiis for 

rcaoarcli or promotion of special 
studies. 

4. (VnsuH 

0 Public Service Commission 
0. Ilegulatioji of mines 

7. Ecclc?8la8Ucal uilniiniatrution . . 

8. 8ur\ey of India 

9. Zoological fmn**y 

30. lliniurea and Aligarh UniverBitios .. 

31. Cmtrol of ouliivation, manufacture 

and attic for oiport, of opium 

32. Preservation of auciont monuments. 

33. JU.rrowiiig moucy on the solo cretlit 

of tlu) Provinces 
14. Civil luid Criminal Law 

It is obvious that the more important subjects are in the- 
r<-<leral list; that in the case of those subjects which are in the- 


Public debt of India on the date of the 
inauguration of the Federal constitu¬ 
tion should be a central subject. 

As rogard.s central departments. 

Should be central as regards oxiating^ 
institutions and agencies. 

Central except for legislation and T»olicy* 

For central services should be central. 


Such other Universities ns may be de¬ 
clared. by the central authority. 
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Central list, efforts wiU be made to bring about uniformity by 
agreements; and that in pi’actiee a strict differentiation in 
administration will be difficult; even if separate departments are 
maintained, tlie policy will be influenced by the Federal Ministry. 

The spheres oi* Uie Provinces, Uie States and the Federal 
Government regarding legislative powers will be defined accord¬ 
ing to the subjects allotted to them. We have already referred 
to some points in this connection re: residual powers, and con¬ 
current powers\ In the administration of Federal subjects 
liowever, the Government of India will have authority to see 
that its decisions are carried out by the units in so far as they 
depend on the administrative agencies of the units. So far as 
the Provinces are concerned, this will mean a continuation of the 
present arrangements. 


Administrative Eelations with the States in 
Federal, Matters. 


‘Mt was recognised that the relationship of the Federal 
Government with the states cannot Ik? in all respects identical 
vdth that which will obtain with the Provinces. It was agreed 
that the constitution should impose upon the states’ government 
an obligation to exercise their executive power and authority, so 
far as they are necessary and applicable, for the purpose of 
securing that due effect is given within their territories to every 
Act of the Federal L(*gislature which applies to that territory. 
It was further agreed that the constitution should recognise 
arrangements (which would, in fact, be made in suitable cases 
tiirough the Instrument of Accession) for the administration by 
the states on behalf of the Federal Government of Federal 
subjects through the agency of staff and ostabbshments employed 
and controlled by themselves, but that any such arrangements 
should bo subject to conditions to be expressed in the constitution 
enabling tbe Governor-General to satisfy himself by inspection 
or otherwise, that an adequate standard of administration is 
inaiuiained. Finally it was agreed that power should vest in the 
Governor-General personally to issue general instructions to llie 
states' governments for the purpose of ensuring that their 
obligations to the Federal Government specified in this paragra])h 
are duly fuliilled^’’ 

In addition to this, the Federation will have power to inter¬ 
vene in the administration of Provincial subjects under certain 

(1) For n lint, ot with concurrent powettf, 'Wliilo r.'ip-r, App. VX, 

I.lBt TIT. 

(2) IMfd R. T. 0. Eepert, p. 22. 
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conditions. This would be confined to the preservation of “law 
and orderwould be done by the Governor-General personally, 
and carried out through the Governor. 

Reserved Departments. 

There will be another dual characteristic of the Federal 
Government. Certain departments vdll be classed as “Reserved 
Departments”, namely, Defence, External Affairs and Eccle¬ 
siastical. These will be in charge of advisers or ministers 
chosen by the Governor-General, and not responsible to the 
T.egislaturc . For the other subjects, tbe Governor-General will 
select his ministers from the Legislature and they will be res¬ 
ponsible to it. Thus the Federal Executive will consist of the 
Governor-General, his advisers for the reserved subjects, and 
his ministers responsible to the Legislature. 

Special Responsibility. 

In addition to tliis, tbe Governor-General vdll have 
a “Sxiecial responsibility” not for siiheros of administration, but 
for certain clearly indicated general purposes. 

The matters or purposes in respect of which the Governor- 
General will have special responsibility are:— 

({) the prevention of grave menace to the xieace or tran¬ 
quillity of India or of any part thereof; 

{ii) tbe protection of minorities; 

(iii) the preservation of the rights of the public services; 

(iv) matters affecting the administration of Reserved 

Departments; 

(p) the protection of the rights of the states; 

{vi) the prevention of commercial discrimination; 

{rii) tlie maintenance of goial relations witli otlier parts of 
the Empire; 

iciv) safeguarding of the financial stability and credit of 
the Federation. 

Governor-i.leiirrnl (iml his Miuislcrs. — It will be provided in 
the Instrument of Instruetions iiitir alUi that “the Goveruor- 
GiMHMnl is to li<! guided hy Ids Ministers’ advice unless so to bo 
guided wniild, in his Judgment, he ineon.sisfeiii with a sjiecial res- 
jrf«ii.'il>ility imposed iipfui liim hy the Act, in wdiich case ho is to 
uci, iHilwitlistamling his Ministeis’ advice, in .such manner as 
he judge;, rcijuisite for the due fullilincut of bis HjiGcial 
resi)OMf il)iliiy.” 
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Besides, the Governor-General have the following^ 

powers:— 


(a) The power to dissolve, prorogue and summon the 

Legislature. 

(b) The iiower to assent to or wdthhoid assent from Acts,. 

or to reserve Acts for the signifieunce of Hi& 
Majesty’s pleasure. 

(c) The grant of previous sanction to the introduction of 

certain classes of legislative measures. 

(d) The power to sunimoii a joint session of the Legis¬ 

lature ill case of emergency. 

In connectioji wilh fulfilling liis speci«'d responsibility the 
Governor-General will possess— 

(e) The power to take action, notwithstanding an adverse 

vote in the Legislature. 

(/) The power to arrest the course of discussion of 
measure in the Legislature. 

{ff) The power to make rules of legislative business in so 
far as these are required to provide for the due 
exercise of his ))Owers and responsibilities. 

^^The general scheme underlying tlie proposals is that, 
wherever the Governor-Generars responsibilities for the Keserved 
Departments, or his special responsibilities are involved, he 
should be empowered not only, as has alrea<ly been explained, to 
act without, or, as the case may be contrary to, the advice of his 
Ministers, but also to counteract an adverse vote of the Legis¬ 
lature, whether sindi a vote relates to tlie pnsHage of legislation 
or to the approj^riation of funds.” 

The Governor-General will also possess jmwers analogous to 
the present Ordinniice-raaking powers to meet temporary om<u- 
gencies. Such Ordinances \nll be limited in duration to a specified 
period, their continuation bevond that period iK'ing made 
dei:)ondent upon sul)sof|uent ratiliention by the Legislature. 

ThK FKOr.UAL LKUlST.ATritK. 

The Federal Legislature will consist of two Ghainhers -tlie 
Federal Assembly and the S(*nate. Tlicse will ])<» ^Mfipowend to 
deal with tlie w'holc range of activities eillicr f(‘dei‘al or ci*ntral. 
Differences of opinion exist regarding tht* r(‘latiojis of the tw'o 
Houses; tJ>e t^riti^'h Indian D(‘legation dcsiiing Ihat ffa? Assem- 
hly should liave the initiali\ c rr: irnmey bills, and tla* States 
desiring that the two Houses should ho ou a t’oolii.g o, igpialitv 
in all matters. The Budgoi will ho divided ijilo Fotieral aud 
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Central, and the latter will be referred to a Standing Committee 
of the British Indian members only. 

‘‘There is much to be said in favour of treating all members 
of the Federal Legislature as entitled and empowered to contri¬ 
bute their share towards the decision of all matters witliiii the 
range of the Legislature’s duties. It would be clearly impossible 
so far as the Executive is concerned (which will, like the Legis¬ 
lature, be composed of representatives of both states and British 
India) to differentiate the functions of Ministers in such a way 
as to confine the, responsibilities of states’ representatives to 
Federal matters; no workable scheme could be devised mth this 
object which would not cut at th,e root of the principle of collective 
responsibility in the cabinet. For this reason, the states desire 
with the general assent of the sub-committee, that their represen¬ 
tatives in the Legislature should play their, part equally with their 
British Indian colleagues in expressing the decision of the 
Legislature on any question which involves the existence of the 
Ministry, even if the matter which has given rise to the question 
ol* confidence is one which primarily affects British India only. 
At the same time their Highnesses would prefer that the states’ 
representatives should lake no part in the decision of matters 
which, being outside the range of federal subjects, have no direct 
interest to the states. It would, no doubt, be possible so to arrange 
business in the Legislature that Bills or Budget demands of this 
character should be dealt with either exclusively or in the Com¬ 
mittee stage by a committee (analogous to the Scottish Com¬ 
mittee of the House of Commons) consisting of the British 
Indian representatives aloneh” 

Kegarding the question of responsibility of the Federal 
ministers to the Legislature suggestions liave been made to the 
effect that they should not be expected to resign unless a vote of 
no confidence is passed by a two-thirds majority of both Houses 
silting together. This has been suggested in the interests of 
stability. Whether an adverse vote will be ijracticable, and 
whether th(‘ responsibility will b(‘ real, will be seen when W'e study 
the (‘omposition of the Jjcgislature. 11 is clear in any ease, that 
the greater jK>rtion of tin* Federal Budget, about 80 per cent, 
will }>e rcserv«*d and tlunefore, not sii1>je(.'t to tlie vote of the 
ljcgi»)ature. 

Franc’hisl: foi: thk FshKiLVi. Li:oisi.atui:e. 

Fi'flvral —“The rcnifc^rence inll <*onsideration 

accepted geiico'ally the proposal of the Franchise Cominitt«?e that 

(i) KcdL'ml btnio.turo 2jitl ropurl, pura. 30. 
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be franchise for the British Indian section of the future Federal 
Assembly shall be the existing- franchise for the provincial legis¬ 
lative councils, except in the case of C.P. in which it should be a 
franchise which would bring in double the existing electorate for 
the provincial council^’’ 


The Franc]lise Committee had proposed that the above re¬ 
commendation should be supplemented by an educational qualifi¬ 
cation which in the case of men should be the possession of the 
Matriculation or the School Leaving Certificate or the equivalent 
in the case of Madrassas, pathshfilas, and otlier vernacular 
schools. The Conference however did not come to any decision 
on this point. 

In the case of the Depressed Classes the addition of a quali¬ 
fication of mere literacy to the qualifications prescribed for the 
general electorate was recommended by the Franchise Committee 
anrl found agreement in the Conference. 


Women ,—‘‘.the Conference as a whole accepted the 

proposals of the Indian Franchise Committee for the special 
reservation of seats for women, to be filled by the election of one 
woman by each provincial legislative council.” 

Labour ,—The proposal of the Franchise Committee for 
s])ecial I'epresentation of Labour by the reservation of 8 scats in 
tlie Federal Assembly was accepted by the Conference. 


Commerce and Industrxf .—^‘Tlie general sense of the Con¬ 
ference was in favour of tlie acceptance of the Franchise Com¬ 
mittee’s proposal that the representation of commerce should be 
concentrated in the Assembly and that four seats should be 
allocated to Indian and four to Euro])ean conunerce. Th(^ view 
was, however, expressed by some Indian delegates that those re- 
(‘oinmendations did not provide adequately for the needs of 
Indian commerce.” 


Reference was also made to the importance of sooiiring 
adequate representation for up-country industrial interosls, :ind 
the difficulties whicli might arise under tJie proposals of the 
Franchise Committee in providing for this.^ 

Landlords ,— The Franchise ("Committee hn\ e recommended 
the retention of special re|>resentation for landlords in its existing 
strength. 

The Federal Upper House is to be eleeted !>> tlie provincial 
legislative couneils liV the single transferable vote. Die Muslim 


(1) Third a. T. o. ITca^i a. p. 10. 
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^delegates wanted to defer judgment till they Imew how this system 
would work on the communal iiroportion. It was agreed that 


there should 
House. 


be no representation of special interests in this 


The communal arrangement for the Federal Legislature 
have not yet been announced. It is however understood that one- 

third of tho seats allotted to British India in the Assembly should 

go to Mahomedans. Similarly, the share of the States in either 
House is not finally decided. It is expected that the representa¬ 
tives of the States in tho Lo\vor House will be one-third of the 
whole number; and in the Upper House they mil be 40 per cent. 
The way in which the States will send their representatives has- 

not been decided, but some grouping- of the smaller States is 

inevitable. 

The numbers of either House are also to be fixed; 300 to 450 
has been suggested for the Lower House. A figure as small as 
60 has been suggested for the Upper House. 

Economic Intekests in the Federal Leoislature. 

Coming to the question of the representation of economic 
interests in the Federal Legislature, we find that in the Federal 
Assembly, the retention of the existing property qualification for 
Provincial Councils will be responsible for a proportionately 
larger number of voters being drawni from rural areas. The de¬ 
pressed classes, whp are to get a special voting power, may also be 
considered chiefly representing rural interests in addition to their 
owTi, so far as the constitution of the Assembly is concerned. The 
educational qualification, both for men and women, if applied, 
will bring in a good number of the educated mostly drawn from 
the toivns and cities. The arrangements by which there will be 
reservation of seats for special interests in the Assembly will 
make it possible for certain economic interests to make them¬ 
selves heard. But these are also so balanced tliat the strength 
of those wlio believe in a pi ogressive economic policy in commerce 
anil industry wiU lx- comparatively small. We have 8 seats 
reserved for commerce, 8 for labour, and 7 for landlords. Out 
of the 8 seats reserved for commerce, 4 wll go to Europeans and 
4 to Indians. The seats .speciall.\- reserved for women will have 
more a social significance than economic, and besides, there i.s 
bound to bo the repetition of the communal grouping in the 
Assembly as in the ])i-ovincial councils. '.Plie Assembly will there- 
lore pre.sout a variety of conflicting- iiiterc.sls, each interest 
h' ixjg lepresented liy a small group. The )!i'o\-ii!ci.-il iuterests will 
lx? nnotl^er dividing line between the members of the Assembly; 
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other words, there vAW not be sufficient cohesion behveen any 
large section in the Assembly, wliich bo constitutionally divid¬ 
ed into several parts with different loyalties. Such a state of 
affairs will not bring about a consistent well-planned economic 

policy, because economic questions will bo decided by the acci¬ 
dental grouping of small parties on each important occasion, 
such grouping being determined by considerations which need 

not necessarily be healthy. 

But wlicn wo romombor that onedliird of the Assembly will 

consist of the representatives of the Indian States, we may be 
sure that this group will, as a rule, have a common interest, which 
will bind them together as against the divided interests of British 
India. It should not therefore be difficult for the representatives 
of the States to dominate the proceedings of the Assembly, be¬ 
cause an organised group which works together in modern parlia¬ 
mentary institutions is more effective. If this means that the 
decisions of the Assembly will reflect more the opinions of the 
representatives of the States than those of British India, we shall 
have in future, not the progressive realisation of self-government^ 
but the substitution of the present system by a new system in 
whicli the government of the country will be controlled by the 
irresponsible rulers of Indian States and the equally irresponsi¬ 
ble Civil Service. 

The Senate vill in no way bo better than the Assembly; it 
will re])rcsent the various interests in the different provincial 
councils, who will be the electors of the members of the Senate, 
Besides, the percentage of the representatives of the States in the 
Senate is likely to be more than that in the Assembly, nameh> 
40. 

The conclusion that we arrive at from a consideration of the 
franchise and the conatitntion of the various legislative bodies to 
be created is that though a few special arrangements for the 
representation of some economic interests have been made, mi the 
whole the legislature will not represent progressive economic 
thought in the country, that in outlook a majority of those bodies 
will be of a conservative tomperainont, and that the formation of 
large organised parties or groups for the adoplioji of weli- 
conceived national economic j)olic‘ies will therefore be tIitliciiJt. 
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V. FINANCIalL RESOURCES. 

The possibility of material progress in different directions 
will depend to a great extent on the i)ower of the representatives 
of the people to enforce their will in the administration of the 
finances of the country. We have seen that there arc important 
limitations regarding the nature of tlie control which the Legis¬ 
lature can exercise over the Executive in financial matters. But 
taking the sphere within which such control is possible, progress 
depends on another important factor, namely, the amount of 
resources available to the Government, either Provincial or 
Central, with reference to its functions, and the scale of expendi¬ 
ture. We have to remember tlie fact in this connection that the 
existing scale of expenditure vull not be subject to a drastic 
reduction. It is not so much a question of distributing the 
revenue on different State activities in the proportion in which 
the people may desire for their own welfare. We are going to 
start with certain large items of expenditure, more or less on the 
presejit basis, for example, the military services, and the high 
scale of Y)ay to the civil service^, in connection with which the 
expenditure will he reserved, and therefore will have to be 
iuciuTcd in any case; the same wall be true regarding the service 
(»f the debt. Besides, it may be observed that the enlarged legis¬ 
lative bodies will mean considerable additional cost. The posi¬ 
tion therefore is that after meeting such fixed charges, the remain¬ 
ing departments of tlie State have to be fed from the resources 
wiiich would then be available. 

Division of Resocuk’es. 

So far as the existing sources of revenue are concerned, it 
has )u*en generally agreed that the di\ision between the Pro- 
vim and the Central Government will be on the linos now in 
vmgae, with the exception of income-tax. For example. Customs, 
KaJt, Opimn, Railfmys, Currency and Mint and so on will continue 
to be Central sources of revenue; Land, Excise, Forests, Rogis- 
tialirm. Stamps and so on will continue to bo Provincial sources 
of revenue. Tlie most import ant pr<>])nsal is a division of the 
income-tax between tlie Pi’oviuees and tlic (^entjal Gov'ornmenl. 
The M*heme alsr* provides for contributions from the Provinces 
to the Centr<i for sonn* 3 ears; in somo cases there will he sub¬ 
ventions from the Centre to the IM'oviin-.es. The position of the 
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Indian States in th,o fiaa?)oial schemo is also of obvious impor¬ 
tance, and has raised complicated questions. 


The underlying ideas on wliich the proposed scheme is based 
are: ‘4o provide that all Provinces may start with a reasonable 
chance of balancing their budgets; to afford them the prosi)ect of 
revenue sufficiently elastic for subsequent development; to assure 
tlie solvency of the Federation; and to ensure that, after an 
initial period, the federal sources of revenue shall be derived 
from British India and the States alike. ♦ 

Treatment of Income-tax. 

By a permanent constitutional arrangement, the proceeds of 
the income-tax will be divided between the Provinces and the- 
Federal Government. Corporation tax, tax on Federal officers, tax 
in Federal areas, tax on Government of India securities, and 
tax on the incomes of persons not resident in British India will 
be Federal. The rest would go to the Provinces.^ This is sub¬ 
ject to detailed examination. It has been estimated that these 
heads would yield 5i crores out of a total of 17^ crores of normal 
reveime. This would give the Provinces a large share of the 
income-tax raised within tlieir areas, witli the possibility of 
sharing in tlio future increase in this tax in the same 
proi)ortion. The acceptance of this arrangement is likely 
to remov(‘ tlie anomaly by whicli the Provinces have 
to look after spending departments, whose potential capacity to 
s])end is almost unlimited, though the sources of revenue at their 
disposal are not sufficiently elastic. But it lias been found that 
if this were done from the start, the Federal Govermnont would 
be in a large deficit. There was a similar difficulty whim Ihe 
lilonUigiie Act came into operation. This was solved by meaiiH 
01 Ih ovincial contribulion.s as proposed by the Meston Coimuittee. 
The hislory of these contributions is not a happy one, and (‘very 
one is agreed on the undesiralde consequences to which they lead. 
Jn sj)ite of this no other alternative has been found and the 
scheme provules that for o certain immbor of years, cidlod r 
yrars, the Provinces shall contribute to the Central Government 
cerlaht amounts to make up the Central deficit. Those are to 
U‘ levied in proportion to tlie stiaro of tlie invonjc t«s wliirh «'neli 
Proviiue is to reeeive mider tlie permaixMit scheme. >\tter 
making'' some adjustments, tlie scheme provides for the follmvinp 
arrangoinent:— 


(1) Tliis has U-en furthur hy Miv Whito Papor, nn eipluUica later. 
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La]\hs of 


Province. 

Share of Income-tax. 

Contrib'i 

Madras 

183 

141 

Bombay 

322 

248 

Bengal 

405 

205 

U. P. 

123 

95 

Punjab 

91 

70 

Bihar & Orissa 

107 

35 

0. P. . 

■ 59 

37 

Assam 

29 


N.-W. F. ProAunce 

10 


Sind 

21 


There are two important defects in this scheme. On tl 


hand, the contributions are arbitrary and introduce an element 
of injustice as between the Provinces. Considered from the point 
of view of population, taxable cai)acity, or expenditure on nation¬ 
building departments, this is inequitable, and is particularly hard 
on the older provinces of Bengal and Bombay. The other defect 
is that during the period of the undefined years x, wliich may be 
ten or more, the Provinces will be in no better position than now. 
They vdll in effect be giving away with one hand what they re¬ 
ceive with the other. Progress in nation-building activities by 
the Provinces, which are notoriously in deficit in spite of increases 
in taxes in recent years, vill be blocked for many years to come. 

Contributions or Reduced Receipts. 


The proposal for contributions has been replaced by an 
apparently more simple arrangement in the White Paper. There 
will be a transitory provision in the Constitution Act by which 
the Federation vnW be allowed to retain a block amount out of the 
proceeds of income-tax meant for the Provinces. This would be 
fixed for three years, and would be gradually diminished over 
fbe next seven years, so that at the end of ten years, the Provinces 
v/ill get th(‘ir share as originally intended. It will, however, be 
poHsilile for the Governor-General to suspend the programme of 
rediadion if he thinks that it would endanger the fiuaucial stabi¬ 
lity ain.l credit of tlui Federation. Tlie general ('riticism made 
above regarding the difliculties of the Provinces remains true even 
nruler tliis new procedure of keeping the Federal Government 
solvent. 


Kcbyknttons. 

Thor(» is nuotlier side to tlie picture wliich is hound to be re¬ 
routed under the circuinstaneoR. Tlui separation of Sind and 
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Orissa involves payment from the Central Treasury to keep them 
on their legs. These are kno-mi as subventions, the total of which 
will easily be a crorc of rupees. This means that a good portion 
of what the Centre is recei\'ing from some provinces will be distri- 
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buted among these deficit provinces. 

The Positio?!’ op the State. 

The other cause of trouble will be with reference to the contri¬ 
butions of the States to the Federal Treasuiy. We have already 
considered the point of view of the States in this connection. 
Whatever tlieir grievances in the past regarding the^ management 
of common objects by the Government of India, their position in 
the new constitution makes ample amends for the same at the cost 
of the people of British India, by giving them weightage^ in the 
Assembly and in the Senate. We have seen how in practice, the 
voice of the States -will be the detennining voice in the matter of 
Federal Policy in many important questions in future. It stands 
to reason therefore that the contribution of the States to the Fede¬ 
ral Treasury should be adequate, and in due ])roportion to the 
place assigned to them in the new constitution. In this connection 
one may take the representation of the States in the Federal Legis¬ 
lature as to the basis; this is more than one-third. One may also 
take tlie jirca covered by Indian States territory; this is two-fifths; 
or we may take population as the basis; this is one-fifthi. We must 
consider whether the contribution of the States conforms to any 


of these tests. 

The States have naturally pressed that their direct and in¬ 
direct contributions sliould l)e taken into account in any scheme 
of Federal Finance. Expert investigations have been made in 
this connection. It lias been estimated that the total contribution 
of the States to the Central Treasury on the existing basis is 
3071 lakhs, made up as under;— 

Amount in Lakhs of Ihipees. 


1. 

Customs 

.. 

600 

2. 

Excise— 




(a) Imperial— 




(i) Petrol 


20 


(ii) Kerosene 

.. 

35 


(b) Provincial 

.. 

15 

3. 

Salt 

.. 

311 

4. 

Tributes 

. . 

72 

5. 

Annies maintained by Indian States. 

2.38 



Total .. 

1,071 
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Full credit cannot be allo%ved to the'. States for their expendi¬ 
ture on their own troop.s; the.se are not available to the Federation 


whenever necessary. The States may lend their services of their 
own free will. Besides, the level of efficiency of these troops is 
not the same as that of the Indian Army. It is at the same time 
tx’ue to say that the ti'oops are maintained by tlie States as a 
matter of personal dignity for the Eulers, and also for use in 
case of internal disturbance. In view of these considerations, if 
W'e assume the round figure of 10 crores as the total direct and 
indirect c-ontribution of the States to the Federal Treasury, w'e shall 
not be underestimating- the same. 

Out of the Federal Budget of 80 crores and more, this 
amounts to a bare one-eig'lith. And in order that we may conti¬ 
nue to have this privilege, we are asked to invite the States to 
have a predominant sliare in the control and deteiniination of the 
Federal Policy of tliis country in future. It is ]3ossible that this 
pohit of view was pressed at the R.T.C. The result is however very 
poor. The principle that in an ideal system of federal finance all 
Federal Units should contribute on a uniform and equitable basis 
to the federal resources is assumed. It has been laid down that 
contributions of a special character (cash in the form of tributes 
or ceded territories) from the States should be gradually elimi¬ 
nated. The period of this elimination is to coincide with the 
period of the abolition of Piovincial contributions, say x years. 
At the same time, it has lieen laid down that the immunities or 
privileges which the State's now enjoy in respect of certain heads 
ot federal revenue (sea customs, salt, posts and telegraphs) 
should also disappear. f)f this the most important item from the 
point of view of revetiue is sea customs. The fourteen Maritime 
States which enjoy this immunity get over 180 lakhs of revenue 
out of the same. The question of extinguishing thi.s immunity 
will involve some compensation to the States. At the same time, 
the Maritime States aj-e to retain atlea.st the value of the duties on 
goods imported through their ]jorts for consunqjtion 1)\- tlicir own 


It i.s obvious that these arrangements do not improve iqioji 
the si-heme of Federal Finance so Far a.s tlie poor contribution of 
the .States is <'OTicerned. The States have agreed to assume liabi¬ 
lity tor corporation tax or its ecjuivalent on certain coiulitions. In 
the first {ilaci', tla-y will not {iny it till Die expiry of x years by 
wliicli lime tlicir iributes shall have disappeared. In the second 
place, tlity iiiJd.-e a eondition that a satisfactory yield from taxes 

on income shoiild be permanently assigned to'the Federation 
whicli lu-curdiiig to tlieni is .Sj crores out of 171 instead of 
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ores, which the B, T . C scheme provides for , This Avould mtike 
the difficult position of tlie Provinces still worse even at the end 
of X years, and in no way shows that the States are willing to pay 
their due share, even in due course. 


The Attitude oi^ the States. 

The view of the States seems to have prevailed with the 
authors of the White Paper.* After referring to certain parts of 
the present income-tax {e.g., corporatiou tax) as being entirely 
federal, the White Paper proposal is that “the remaining net pro¬ 
ceeds .... will be divided between the Federation and the Gover¬ 
nor’s Provinces, x per cent, being- assigned to tlie former, and the 
remainder to the latter”. The exact figure is subject to fuller in¬ 
quiry, but it is intended tliat percentage x should be not less than 
25 and not more than 50. 


If we take the iH’esent basis of income-tax, wo find that out 
of a total revenue of 17J croi-es, 51 crores will be wholly 
federal. Out of the remaining 12 crores, if the minimimi of 25 
per cent, mentioned above is taken by the Feiloral Government it 
wll mean another .2 crore.s, leaving 9 to the Provinces. This will 
mean a share of 51 plus 3 or 8J crore.s for the Federal Govern¬ 
ment, or exactly the ligure demanded by the States as one of the 
conditions of their entry into tlie Federation. The greater the 
amount of resources that the Federal Govei nment can have at the 
cost of the Pi’ovinces the lesser the demand on the States for a 
share in tlie Federal revenues—this seems to be the key to the atti¬ 
tude of the States, and this has obviously prevailed. 

The same source of i-evenue, nameh-, income-tax, i.s the .sub¬ 
ject of certain emergency ])ro\a.sions also of a dual character. 
The Federal Government will liavt* the power to levy for its own 
purjio.ses, additional ta.xcs on the heads of income-tax permanent¬ 
ly assigned to the Provinces. At the same time the Froviuces 
will have the right to levy a surtax upon the personal tax levied 
on its inhabitants under the head.s pennamnitly assigned to the 
Provinces, subject to a maximum of 12i per cent, of the tax 
centrally imposed. 

Into.mk-t.v.x—The Bone of Contention. 

may therefore take it that this imjiorlant sourci' of revenue 
will be the centre round vhich the future financial quarrels 
between the Provinces, tin- Federal Government and the States 
will revolve. It is olivious that in the first decade of (be new 


(1) p. id 2, . 
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ronstitution, the Pro^uiices ^vill not have the benefit of even this 
expanding source of revenue; thereafter, whatever benefit they 
may derive from their share of income-tax, will be subject to the 
complicated arrangement already described. The conclusion is 
ine\dtable that for any important state activity conducive of mate¬ 
rial progress, the provinces will be considerably handicapped in 
the first ten years of the new constitution, by which time their 
needs may grow to such an extent tliat the available additional 
revenue from income-tax may be inadequate. 


Export duty on Jute. 


There is one other special feature which may assume import¬ 
ance in^ the financial sphere. The Province of Bengal has been 
in deficit, chiefly due to the Permanent Settlement, which brings 
a lower yield of land revenue to Bengal, as compared with other 
Provinces. There is a general desire even among responsible 
people in tliis province that this inequality on land revenue should 
be removed. Instead of tins, Bengal is to get a share from the 
export duty on jute. There are obvious objections to allow the 
yield from export duty to go to a provincial unit; tlie proposal 
therefore has been to abolish the export duty and to replace it by 
an excise duty, to be distributed among the provinces where it is 
levied. The representatives of Bengal, however, hold the view that 
they should have the whole proceeds of the export duty, though, 
for the early period, when provincial contributions are to continue, 
the proceeds may be equally shared between the Central Govern¬ 
ment and Bengal. The White Paper has laid down that in the 
case of the export duty on jute, at least half the net proceeds must 
be assigned to the producing units. 


Generai. Results. 


Tlie extremely unsatisfactoi*}^ arrangement in the division of 
resources, which is thus presented, is further complicated by 
several uncertain factors. The prevailing world economic de- 
pj'e.ssion and monetary chaos have thieir effects on prices and trade, 
which make it impossible to calculate witli any degi*ee of accuracy 
tire yield from cc rtain sonrc(»s of revenue. The uncertain ques¬ 
tion reganling Burma also introduces complications. If Burma 
7s separated, there will be im))ortant repercussions on Federal 
Fijiance, to v/liich we have already referred. 

Taking the fixed changes, namely Defence, Delit Services, the 
thvil Services and so on, and also taking the increase in expendi¬ 
ture due to and dcmucrutic forms of Government, we may 

<*«>mc to the crrurluBion that the division of rovejiue resources 
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''^^^^^iggested by the Scheme of Federal Finance will be misatisfactory 
to all, and will have little scope for schemes of material improve¬ 
ment of any substantial character. The question is whether it is 
possible to find more funds by additional taxation. 

In this connection the observation of Sir W. Layton are of 
interest. We shall refer to a few of them. The total tax revenue 
collected in India for both central and local purposes comes to 
about G per cent, of the total national income, if Ave estimate the 
latter at Rs. 107 per head, which is the most optimistic view, 
and to about 8 per cent, if we take the national income to be 
Rs. 80 per head as calculated by the more pessimistic view. In 
Britain and Japan, the proportion is about 20 per cent. But it 
must be remembered that it is impossible “to take in taxation as 
large a proportion of the income of people who are living* on a 
bare subsistence level as is possible in cases where there is an 
aijpreciable margin OA-er the minimum ’’eeds of life.’’ 

It may be asserted that a fcAV oases of the rich can be found 
AAdio can boar higlier taxation, proAuded the tax system Avas pro- 
peiij" adjusted to the capacity of the tax-payers to pay. While 
this Avouid be a desirable form of reform, it is not likely to yield 
a net additional total of any importance. 

Again, the constitutional objections for raising more taxes 
Avill persist. The elected members of tlie Legislatui*es are not 
willing to ijicur the unx>opularity of A^oting higher taxation, be¬ 
cause there are no adequate moans of ensuring that the reA’enue 
Avill be spent on serAuces Avliich they AA’ant to develop. The same 
is true so long as there is room for reducing expenditure on 
services not under x^opular control. Except to a limited extent 
in the ProAUiices, those objections Avill continue under the neAV 
constitution. 


Additional Taxation. 


In spite of this, the possibility of raising additional taxation 
has been explored by the difl'erent bodies Avliich liaAc in\esfigated 
tliis problem. Among the possible sources thus (ionsidered, may 
be mentioned, Excise on Tolxaccn; Excise on Matches; Succession 
Duties; Terminal taxes; Taxation of Agricultural liu*oinc. Idie 
exemption of Agricultural IncomcH would Iira e lo go w ith the 
reform of the land revenue system, but it is <1oabifuI whether 
it Avill in the end mean a net gain to the Ti<-asury. '^rcTjuiiml 
taxes are objectionable because of the aiuioyaucc t!ie\ <‘aiisc to 
track*. The introductiem ol Succession dul>' was alt<niidcd in 
Bombay, but witbout su<*c(‘ss. In any c*asi‘, tin* additional revenue 




Economic Outlook in Fedei^al India. 

from this source is not large. These three sources 
would come under the purview of the Provincial Governments. 

The levy of an excise on tobacco and matches by the Central 
Government would bring a large revenue. Both are articles of 
general consumption. There are obvious difficulties of collecting 
a tax on tobacco; whereas it is easy to collect it in thie case of 
matches. Production and consumption is scattered throughout tho 
country in the former case; in the latter case production is 
organised and is in the hands of a few factories. The difficulties 
ot taxing tobacco liavn been overcome in some Indian States^ 
particularly Travancore. The Bombay Municipality also collects 
a tax on tobacco. If this experience is utilised, and similar rates 
are levied, we may have a large revenue from this source, say, la 
to 15 crores. The yield of an excise on matchres has been 
estimated at 3 crores; besides this is easy to collect and 
administer. 

In view of the fact that taxation on articles of common con¬ 
sumption like salt already exists and has aroused deep resentment, 
taxation of matches, and jjarticularly of tobacco will be highly un¬ 
popular, and will press heavily on the masses of the people who 
are admittedly on a low level of subsistence. It is possible that an 
excise on sugar, also an article of general consumption, will have to- 
be levied soon, to make good the loss on revenue due to tlie reduc¬ 
tion of the imports of sugar, because of the growdh of the Sugar 
Industry in India under a policy of protection. 

If the taxable capacity of the ])eople has )>een reached, the 
only salv'ation lies in finding other means to bring about a better 
equilibrium in the sclieme of Federal Finance. We have already 
indicated one source, namely, a larger and an equitable contribu¬ 
tion by the states to the Federal Treasui'y, in one form or another,, 
which in turn will enable the Federation to relieve the Provincial 
units from the burden of coiitributiojis. 

Deduction in Expenditure. 

1 lie other source of relief is economy in expenditure in all 
dc]>artmeiiiBj and particularly in BefcJice, The following obsei'- 
vations of Sir W. Layton in this c(>]mc'ctioH arc pertinent:—(1) 
I lie liigii j>i'Ot}ortion which cuiu eut expenditure un Defenci* beai‘s 
to tjic total expenditure of the Central Government (62 ijer cent,)—► 
u> liiglier proportion than in any other cmiiitry of the world. Even 
if we take the provincial cxjMuditure into account, the ratio 
(33i per cent.) is still very liigh. Tiii.s ratio is higli partly be- 
emtme fdlier kinds of expenditure are low. (2) The burden of 
the expenditure is increased by the fact that the Army cojitaina 
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large element drawn from elsewhere. “It is to be remembered 
+hat the extent to which taxation is felt as a burden depends very 
largely on the objects on wliich a Government spends its revenue.” 

.“If therefore, the high Defence ratio in Indian Government 

expenditure remains a peculiarly burdensome one, and it would 
be reasonable to assume that, even if the total expenditure of 
India were increased, the burden would be more tolerable and 
more readily borne, provided this particular charge were dimi¬ 
nished.” (3) India’s “expenditure on armaments is between 
two and three times as great as that of the Avhole of the rest of 
the Empire outside Great Britain.” (4) The total has greatly 
increased as compared with the pre-war situation. “India in 
fact has not obtained any relief from the greater sense of world 
security, which has succeeded the World War.” 
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VI. PRODUCTIVE ACTmTIES IN RURAL AREAS. 

Thje representatives of the people will have some amount 
of independence with reference to those departments which are 
commonly described as nation-building departments, namely, agTi- 
culture, irrigation, industries, education, medical, public health 
and so on in the Provinces. Though the activities of most of 
these departments do not normally strike the imagination or raise 
controversies, which are frequent with reference to other spheres 
of state activity under the control of the Central Government, 
there is no doubt that the state comes in the greatest contact with 
the masses of the people through these departments, and is in a 
position to improve their condition fundamentally. The future pro¬ 
gress of the country must rest on the extent to which the masses 
of the people are enabled to take forward steps in all directions, 
economic, social and political. The work to be done in order that 
millions of people living in remote and scattered villages, in a 
state of comparative ignorance and illiteracy, may be able to im¬ 
prove their economic status, is immense, both for the state and 
for those private agencies which undertake such work. Unless 
the activities in urban areas are so devised that they .may have a 
healthy re-action on those in rural areas, and unless the rural 
population is in a position to take more active and conscious part 
in their own welfare, we shall not have that all round progress 
which is desired. 

Land Rp^venue. 

Till the beginning of the war, the state in this country depend¬ 
ed chiefly on land revenue as its principal source of revenue. With 
the development of customs and income-tax, we find that the rela¬ 
tive position of land revenue is not now so high. But the absolute 
amounts taken by way of taxation from the annual agricultural 
pro<]uetjoii still romaiuH about tlie same. The growth of other 
sources of revenue siiows on the one hand the growth of tlie 
expenditure of the state, and the flitJirnilty of raising more revenue 
from tlie land on the other, indicating incidentally that the 
maximum that could bo squeezed out of the land wa.s being taken. 
Lr,nd being the principal souk e of revenue from times immemo¬ 
rial in this country, the agncultural population was subject to a 
variety of treatment by <^duuiging rulers and their agents. In 
addition to tlie uncertainties of tliC weather, to which tlie farmer 
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is liable, he had equally uncertain relations with the changing 
states during the chaotic period which preceded the establisliment 
of British rule From the times of the East India Company on¬ 
wards with the establislnnent of the modern land revenue system 
bv British officers in various parts of the country, we have had 
on the one hand peace and settled rule as against continuous 
warfare and absence of proper administration. On the other 
hand there came simultaneously a rigid administration bent on 
eErctiig to the pie what , was laid do^vn in connection with the 
land revenue assessment. Though the population increased, th.e 
imnetus for a corresponding increase in production was not forth- 
comiii^ partly because there were no other alternative means or 
emplovment, and partly because the gains from the land 
were subject to several limitations. Without going into 
the history of the last hundred years, we may mention 
only a few of the more glaring defects wluch have 
crept into the life of tlie villages. In the first place, there 
is the tendency to siib-divisioii and fragmentation of holduigs, 
which makes it impossible to do efficient or economic culUvation. 
Besides, the state of indebtedness of the Indian farmer, which has 
become proverbial, has led to the transfer of lauds to the sowcars 
as a normal process, and to occasional riots as an abnormal 
symptom of thie situation. 


Beneficent Actiautiesj Present Limitations. 

The series of large famines from which the country suffered 
during the last centurs’' led to investigations into the conditions 
of the peasants, with this consequence that we had on the one 
hand the development of a famine policy, and some advance in 
schemes of irrigation. The establishment of the Agricultural 
Departments to teach modern methods of cultivation to the 
farmers of the country came later. In more recent times, we ha.vo 
the Dexjartment of Co-operation, which is chiefly concerned with 
helping the farmers in obtaining cheaper credit than they are 
able to get from sowcars. Tlie Department of Industries in the 
Provinces has sometimes met with changing fates, but its chief 
task seems to be to develop cottage industries in rural iireas. 
With the inangiiration of the Montague Reforms, it was toiind 
that the resources of each Provincial Department in charge ol 
such rural activities were bouncl to be limited. J'liis was parti¬ 
cularly felt with reference to tiie larger hcl.enuvs of research aiul 
scientific imxirovements. The need tor co-ordination ui this 
connection was cinphaMsed by the Royal Commis-^ion on .Agri¬ 
culture, which led to the appoiniment of the Tmj>ei‘ial Council oi 
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Agrictiltiiral Research. The work that this body is entrusted 
with had begun in one important case, namely, cotton, by the 
establishment of tlie Central Cotton Committee under a special 
Act of the Central Legislature. 


Though each of such beneficent activities has its own place 
and is capable of doing good, most of them have so far touched 
only the fringe of tlie population. It is possible to read glorified 
accounts of tlie activities of this or tliat department, in Govern¬ 
ment reports, but if we relate these activities to the population 
•concerned, we at once get the idea of the small percentage of popu¬ 
lation which has been able to take advantage of these activities. 
Another way to look at the limitations of these departments is to 
consider the expenditure incurred on them in the provincial 
budgets. For example, taking the last five years, the expendi¬ 
ture on the Agricultural Department in the Bombay Presidency 
has been less than 2 per cent., in the U.P. it has been less thp.n 
3 per cent, of the Provincial expenditure. The corresponding 
percentages under irrigation are 6 and 8. Tlie expenditure on 
in<lustrles, however, is 0*2 per cent, in the U.P. While we are 
considering this data, we may at the same time consider the 
expenditure on other departments which concern rural life, and 
wliich are of value at least indirectly in helping to increase i>ro- 
duction. The expenditure on education in Bombay during the 
last five years haa varied from 11 to 14 per cent., in th,e U.P. it 
has vai’ied from 15*5 to 17 per cent. Tliis includes expenditure 
on secondary and University education, and the amounts avail¬ 
able for the spread of education in rural areas are therefore not 
all that is indicated by these figures. The expenditure on the 
medical department has been about 3 per cent, in Bombay and a 
little less in the U.P. ; on public health it has been a little less than 
2 per cent, in l>oth these provinces. 


We give in an appendix to this cliapter tables sliowing in 
p^rceuituges the amount of expenditure incuiTod in the different 
urovinecH on Jiation-bniMing d<-‘partmen1s. 

It would 1 h‘ of interest to estimate the amount that the state 
returns to tlic people of rural areas, and compare the same with 
wliai it takers. Tfir vari(>ns intonsivo inquiries wliich have been 
in the liH* (d‘ diltercvnt villages ha\ c in some cases c()nsid(ir- 
ed the problem of the rcUniai which the state to the village 

or the area in lieu of wliat it takes by way of taxation. The per- 
ctaitage is irivariaVhy less than wijieii mi'aii-’ that 80 pin* e»ait, 
of what the state reeei\eH from rural arias is spent for jnirposes 
otlier than the welfare of tin* people of tlic aieas concerned. 
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Another important aspect in which rural life can he assisted 
is to develop rural areas by building suitable roads, to connect 
+hem properly with the nearest railway lines. e shall consider 
the pioblem of rural transport along mth that of the larger 
transport facilities in the country. 

Beneficent Activities— Need for expansion. 

In the Provincial legislative councils under the proposed 
constitution, we shall have a large number of representatives of 
agricultural life; the demand for the improvement of 111® of 
the farmer must therefore be loud and insistent. There wall be a 
demand for a thorough revision of the land revenue policy, tor 
example; this will not enable the state to receive more, but in all 
-probability there will be a tendency to reduce the biirden on the 
land. Tjegislation to deal with such chronic evils as that of tmg- 
mentation of holdings and rural indebte?lness will be undertaken 
More systematic arrangements for teaching the teehnupie of 
small industries, their organisation and marketing, 
follow. Improvements in the breed of cattle, in the use of 
and in the luatter of agricultural implements will be called for 
The room for additional irrigation facilities is great; 
have large canals where possible, but at the same time small 
schemes of irrigation may take place and may be taken advantage 
of;’corresponding expenditure on education, sanitation and medi¬ 
cal facilities will have to be incurred. A\e shall indicate later a 
the same is true of the development of roads and other tacilities 
for communications in rural areas. These tacts have hoen 
enumerated merely in order to give a picture of the rnaprnitude ot 
the task before the responsible provincial minister of the tuture, 
and the unlimited directions in ^vhich he can extend liis activities 
for tlio economic uplift af the people. It is im 'svonder that these 
departments are described as nation-bnilding departments, be¬ 
cause they are basic departiiients on the succosstnl \Aorldng of 
which must depend the national progress oi the masses. Ihe 
main question is Avliether and to what extent these desirable acti- 
^dties can be pursued successfully by the ministers under the pro¬ 
posed constitution* 

Inadequate Finances. 

As we have already seen in connection the distriliiitioa 

of financial lesonvces betwem the ProviuccH and tli.' Pcdor.-il 
G-overument, wc shall lind that on tlm eviisting ha.ds of taxation 
the Provincial budgcl^i will just balance for the .•xpandiiiux' that 
Ihcv will have to incur for the proposed fnnetioii' iiiiclcr their 
fhargi^. 'J'bo level of ox]>emli(iirc will not he ,siih.-.laMiliilly rednecil 
7 
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in certain brandies, in which it is generally believed that there is 
scope for rednction. For example, the interests of the services 
Avill be guaranteed by the constitution, which will at least mean 
that the scale of pay available to them will not be under the 
control of the legislature. Tliough the existence of reserved 
departments, which are a feature of provincial g’overnments at 
present, 'ivill disappear, there will be a special I’esponsibility of 
the Governor for the protection of minorities, for tlie maintenance 
of law and order, and tor the carrying out of a similar I’esponsi- 
bility of the Governor-General; all tliis may mean a continuance 
of expenditure on certain cori’esponding seiwices more or le.ss 
on the present level. ^Ve have also discussed the possibilities of 
ad<litional taxation, and we have come to the cojiclusioji that it is 
not possible to have substantial additions to the existing sources; 
on the other hand, it is^possible that the two main sources of 
revoniio available to the provinces, will yield diminishing amounts 
of revenue. Improvements in the land revenue system must re¬ 
sult in some relief to those farmers who are on the margin, and 
even if agricultural incomes of larger dimensions are taxed in 
futiu e, the total levenue will not be large except perhaps in 
Bengal. The excise revenue which is next in importance is likely 
to suiter because of the iirohibition movement; in any ease a 
substantial increase from this source cannot be thought of, for Iho 
purposes of additional expenditure, on new activities, to'dev'elop 
directly and indirectly the economic and other resources of the 
people. The only source of revenue which the Provincial Govern¬ 
ments can count upon is income-tax. As we have already seen, 
the share of the income-tax which it is proposed to be assigned to 
the pro\unces as a permanent feature of the constitution will not 
bo available to them till the federal budget can be balanced. This 
maj- retjuire an undelined peiaod of years; the minimum is 10; it 
^y be 15 or more. Till this period expires, provincial contri¬ 
butions' inll continue, which means the share of income-tax which 
each province is supposed to get will have to be handed over to the 
h cclernl Govemment. It is true tliat the two amounts do not tallv 
e.vaotly, and the provinces in some cases will be left with a .snuiil 
yield from nicome-tax after paying the eontributions. It is also 
true that if the general economic conditions improve, the yield 
from niconic-tax will increase, and the share of the iirovinces may 
iiirieJisi* iii prMjjortio)!. ’'PIk* latter contiiiftoucy is howevH^i’, le 
mote, and in any cuko liie amounts available tri'ihe, iiroviuecs f(ji- 


%L 


(I) the Wl,ii(^ l>n|.. r h. livuir, M,.- nl fh.ven.iui ut wll 1«k.. u sluirc 
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tlie first ten or fifteen years of the new constitution will be meagre^ 
compared with the unlimited amount of work that is before them" 
for advancing the economic status of the people. By the time that 
the Federal Budget is in a position to give relief to the provinces^ 
that is, after 10 years, the position of the provinces from the point 
of view of resources to spend on beneficent activities may not be 
comparatively better. During the past 10 years under the 
Montague Reforms, these activities have been starved; during 
the first 10 or 15 years of the new constitution, the same storj’' will 
have to be repeated. In the interval, the population is likely to 
increase with the average standard of life thus reduced, because 
there is no reason to believe that under the proposed arrangement 
the production will increase. This means that when in future the 
provinces are in a i)osition to command their share of income-tax 
as now contemplated, they will have such a formidable task of 
arrears in nation-building departments to meet on the one hand,, 
and to satisfy the demands of a growing population for such acti¬ 
vities on the other, that the proposed resources at that period are 
likely to prove quite inadequate. Considered from the point of 
view'' of the immediate future or of an ultimate arrangement of a 
permanent nature, the financial scheme is such that it will be a 
great block in the w^ay of progi’ess in connection with those basic 
requirements of the people on wdiich the economic structure can 
he soundly laid. Under the circumstances the picture is gloomy 
from the point of view of the responsible provincial ministry of 
the future or of the people of the provinces themselves so far as 
their economic advancement is concerned. 


Appendix. 

Percentage of Provincial expenditure on certain nation- 
building departments in the different jirovinces. 


Biuar and Orissa. 


Depart nient. 

I 1931—32 

1930—31 1 

) 

1929—30 

192S—29 1 

1927 

Education 

I4h i 

16‘2 1 

14*6 1 

14 I 

11 o 

Medical 

4 6 ! 

5 ; 

47 j 

4*5 I 

40 

Put)lic Health 

r8 1 

3 ‘ 

3-5 1 

2-3 

2 

Agriculture 

20 


74 

23 

2 5 


1*5 

I -9 1 

1'-' ! 

16 1 

1 6 

Irilgition 

1 0-5 , 

0 6 

0 4 1 

tV6 1 

! 
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Department. 


Education 
Medical 
Public Health 

Agriculture 

Industries 

Irrigation 


Education 
Medical 
Public Health 
Agriculture 
Industries 


Education 

Medical 

Public Health 

Agriculture 

Industries 

Irrigation 


Education 

Medical 

Public Health 

Agriculture 

Industries 

Irrigation 


J 

1931—32 

1930-31 

1929—30 

1928—29 

1927-28 

.. 1 irs 

r 13 

12*4 

12 

10 

.. 

A 

3-2 

32 

3*2 

2*6 

.. 

1 

1 

1-3 

r2 

0-5 

• • 

4 

4-3 

4 

3*4 

3-4 

.. 

07 

0-5 

07 

0-5 

0*3 

.. 

6-5 

6*3 

6*5 

5-4 

5*2 

Assam. 




• • 

; 12’5 

13 

iVS 

10’6 

10-3 

• • 1 

5-3 

5 

5 

4*4 

4 

. . 

2*6 

3 

3 

2*8 

4 

.. 

3-3 

3 

3 

2*5 

2*2 


1 07 

0*8 

07 

0*6 

07 


Bengal. 


.. 

12 

11*4 

11*4 

" 11*5 

.. 

5-3 

4*8 

5-5 

4-8 

.. 

4 

3*2 

3 

3*5 

.. 

27 

2T 

2 

2*3 

.. 

1-2 

1-1 

1*1 

1*2 

• • 

) 3 

3 

3 

3 


Punjab. 



1932—33 

1931—32 

1930—31 

1929—30 

# • 

13 

15 7 

157 

15 

.. 

4 

4*6 

5 

4*5 


1 

1*4 

1-8 

2*4 

• • 

4 

47 

5*6 

5-4 


0-8 

1 

1 

1*3 

-• 

13*5 

15 

13*4 

12 


IVIadras. 


11-4 

5 

3 

2 

1 

3 


1928—29 

14 

4-5 

1-8 

5 

1 

12 



1929—30 

1928—29 

1927—28 

1926—27 

r 1925— 26 

Education 

147 

14*6 

12*4 

12 

i 11 

Medical 

5 

4-5 

3*8 

4*2 

! T5 

Public Health 

2*5 

2 

1*4 

2*2 

2 

Agriculture .. ' 

2*4 

2 

2 

2 

1 1*8 

Industries .. i 


1 

1 

1*1 

1 1 

1 2*8 

Irrigation •. ! 

! 3 

B 

3 

OMBAT. 

2-8 

3-2 


1933-34 

1932-33 

1931—32 

1930—31 

1929—30 

Educaticn 

11*5 

11 

12 

14 

12*2 

Medical 

3 

3 

3 

35 

-a 

Public Health ,, 

17 

1*5 

1*5 

2 

2 

Agriculture 

17 

17 

2 

2 

2 

Industries .. 

02 

0*2 

0*1 

0 1 

0*1 

Irrigation 

6 

Unitei 

6 

) Provinci 

6 

SB. 

7 

6*2 

Education 

17 

17 

15*5 

15*5 

f . 15*5 

Medical 

2*5 

3 

2*5 

3 

3 

Public; Health 

1*6 

17 

17 

2 

2 

Agriculture 

2-5 

2-5 

2‘5 

3 

2*7 

In(loutrir< 

1 1 

J 

1 

1 

8 

t 

Irrigaii-.n 

1 107 

10 

8 

75 


(J) The budget llguros have buim talion for this year. 

















































VII. PRODUCTIVE ACT.W1TIES IN URBAN AREAS, 

So far as productive activities in urban areas are concerned^ 
we shall confine our attention chiefly to large scale industries. 
This does not mean that other industries do not exist, but for the 
sake of convenience, it would be better to deal with the most 
important category. It has been acknowledged on all hands that 
simultaneously with the necessaiy improvement in agricultural 
methods, unless adequate steps are taken to develop industries in 
this country so that we may utilise our raw materials ourselves, 
and at the same time absorb large numbers of people into useful 
emplojinent, thus relie\dng the land of undue pressure, unless 
this is done, that desirable economic equilibrium in the life 
of the country, which we want, will not be possible. An increase 
in the national dividend, and its share available to the people of 
tlie country, Avill also depend largely on the efforts made towards 
this direction. A larger industrial x>i'<^duction by absorbing a 
large number of people will enable the agriculturist to have a 
reasonable chance of existence, because at the present, there are 
too many mouths to be fed on the products of (he soil. This means 
that a policy of industrialisation will have a healthy re-action on 
agricultural acthdties, partly be(‘ause of a balanced distribution 
of the human factor on the one hand, and partly because of the 
larger demand for agricultural products for indnstines on the 
other. 

Tills raiso'- important questions relating to the equipment 
for industrialisation. Capital, organisation, industrial technique, 
marketing methods, skilled labour and a variety of such factors 
will have to be taken into acc'ount. At the same time, foreign 
competition will have to be faced and remedies ifianned to see that 
it gives an adequate chance to indigenous industries to exist. Thihs 
will mean that state assistance in one fonn or another, wJietfer 
l)y bounties on production oi- by ])rotectiou in the form of import 
duties will be required. Tlie other iinjiortant problem closely 
connected with this is the control and management of the exist¬ 
ing and future industrial ventures in tins couniVy. If imlustrial 
progress in this country gets into the liands of non nationals, rhen 
its reward will to that extent not be sliared by the pr'ojili' of (he 
country. To the extent to which the iiu reasc in national ]»roduc 
tioa is not available to tlie i)eople of tfie country, tlie policy must 
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he considered to be unsound, particularly in a country like ours, 
T/here such large masses of people are on the margin of subsis¬ 
tence. Before we go into the different aspects of this problem, 
let us briefly consider a few broad facts, regarding foreign invest¬ 
ments in this country. 

Some Data about Foreign Companies in India. 


In 1930 there were in all 881 companies which were incorpo¬ 
rated elsewhere than in India but were working in India. Tlie 
total paid up capital of these companies amounted to £740 
million and debenture capital to £109 million. The total capital 
iiivested in these 881 companies th,us comes to £850 million in 
round figures. This means that capital invested in each company 
comes to about one million pounds on an average. If we convert 
ihofie figures into rupees we get Iho following figures:— 


No, of Companies, Total Capital, Capital of eaeh Co, 
881 Rs. 1133 crores. Es. 133 lakhs. 


The corresponding figures for companies registered in India 
are as follows:— 

No, of Cohipanies. Total Capital. Capital of each Co, 
7000 Rs. 286 crores. Rs. 4 lakhs. 


The average foreign company thus is 34 times bigger than 
the average Indian company. 

Besi<les tliis, many important industries in India are financed 
by outsiders, for instance the jute, tea and coal industries. To 
a great extent cotton mills in ^Madras, woollen mills at Cawiipore 
and in the Punjab, and several other industries ar<‘ fiminccd by 
foioign capital. Foreigners have also invested in Indian 
managed (‘oncerns lilco the Tata <‘oncerns. This relate to joint 
slock corn])anies; besides, tlierc are many foreign private firms 
also. 


Tliis will give some idea as to the extent to which the advaii- 
lages (4* Industrial prodnetion in India are enjoyed by pef)ple 
other tian TntUans. At the same time, disparity Ijetween the 
vize ' f an average foreign company, working in India, and an 
u.diaTi company will give some idea as to the sort of 
» oiTipf tiiion that is likely t<» lake place hetweoii tlio two. 

:^]in*e tliC outbreak of the War there lias bemi a marked 
jic I o ir ti.i‘ amount of Indian cajiital ijivestfd in Indian indug- 
s. I^nt in -iiite of this a very conHidcrable part of tlie capital 
ii Indian iinhi.-1is stdl non-Indian. Sioirn^ of the 
< lb r- <4 the o.vstna* 11 ..r forcigjj e.apital are .stated hy the 
I em r?4 i, .k TLatpny (jornmitfcc in the following words; — 
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‘^The result is that the control and management in the case 
of some of the important industries are even now in the hands of 
non-Indians. The predominance of non-Indian management in 
some of the important industries has detracted from the value of 
Indian participation in industrial enterprises. Generally speak¬ 
ing, the managing agents, have not given any scope to Indians to 
hold such positions in the companies they manage as might have 
given these Indians an opportnnih" to have a compreliensive idea 
hotli in regard to tlie technique of production and management of 
the business,’’ e,g.^ the Match Industry and the Swedish trust. 

Tnternationalt Convention re. Industrial DiscRimNATiox. 


• In this connection reference may be made to the document 
prepared by the Economic Committee of the League adopted by 
the International Conference on the Treatment of Foreigners 
held in Paris in 1929. It is a draft Convention ^Ho embody in a 
common statute the civil, legal, fiscal and economic safeguards 
which are indispensable for nationals of any contracting party 
wlio have been allowed to establish themselves in the territoiy of 
otlier parties in oi'der to carry on their business or occupation 
therein, and to prevent any ditfcrential or unfair treatment winch 
might in their own territory impede the trade of nationals of other 
countries.” 

After laying dovvni the necessary clauses in this ct>unoetion 
the Draft coi’vention ])rovides tlmt ‘‘those provisions shall not 
ap])ly to the exercise in the territory of any of the High Contract¬ 
ing Parties, of the professions, occupatioin'-, industries and trades 
hendnafter specified:— 

{a) Public functions, charges or offices (of a judicial, 
a<hninistratlve, military or other nature) which involve a devo¬ 
lution ol authority of the State or a mission entrusted by the 
State, or tin' holders of \vlu4*h are chosen either by tlie State or 
hr tlie administration under the authority- of the stab'; oveo ir 
lu'se are endowed with juridical personality and irres]iecllvc oi 
vvhetlici ru* not they iiossc's.s a territorial c haraner, cither general 
Oj‘ local; 

[b) Pj'ofc'-sions such ns those of ban istor, solleilni, noUiry, 

autliorisecl broker and professions or offices ai*eording to 

fhe natio’ud lav s by which they are gfnei ucfl, i atnii special 
responsibilities in view of the puhlio intcrc.^ls; 

(c) Industrie s or tnnlcs fomung the ^iil>.iect of a state 
monopoly or Tr.’onof>«;jjcs exorcised undiu* sfato roij(i<>|; 

• {// ) State UTidcrtalviugs ; 


wiMsr/f 


Economic Outlook in Federal India. 

(e) Hawking* and peddling; 

(/) Fishing in territorial and inland waters, and the 
exploitation of the riches of such waters, the coasting trade, 
pilotage, and the internal services of ports; 

{g) Service in vessels or airpraft flying the national flag; 
{1i) The exploitation of minerals and hydraulic power; 
(i) The operation of public ser\dces atid of industries 
forming the subject of concessions; 

{j) The manufacture of arms and munitions of war: 
{h) Direct and indirect insurance operations carried out 
by individual underwriters.’’ 

It may be added that the parties to this Convention were 
free and independent coiintri^^s. As against this, in the case of 
India, where industries have nad few' opportunities of national 
development, the case for similar and even wider exceptions in 
the interests of nationals is obvious. In this connection, it will 
be of interest to review^ briefly the present position and tlie pro¬ 
posed constitutional arrangements affecting industrial policy.’ 

Tlie Indian Fiscal Commission was emphatic about the 
national outlook of industries which received state assistance. 
The Commission obseived that Where the Indian Government 
is granting concessions or wliere the Indian tax-payer’s money 
is being devoted to the stimulation of an enterprise, it is reason¬ 
able that special stress should bo laid on the Indian character of 
the companies thus favoured.” 

“In all such cases we think it would be reasonable to insist 
that companies enjoying such concessions should be incorporated 
aiid registered in India wuth rupee capital, that then- sh/ould be a 
reasonable pro))ortioii of Indian dirt*(*tors on the board and 
rea>onable faciliti(*s should be offered for the training of Indian 
apprentices.” 




Hie Extcriial Capital C'oinmlttec narrowed the scope of the 
recommcndatioji of the Fiscal Commission, and laid down the 
following guiding princijilcs: “ Whoi*e defmite pecuniary assist- 
un< e sucli as a bounty is granted fo any particular undei taking 
we consider that discrirnination is feasible, and we agree wuth Iho 
Filial. (-omir*Lesion and the legislature that no such assistance 
sln.uld be griuilcd to any con^iany, firm or person not already 
engaged in that iudustry in India, unless, 


(1> Cf > of ladift, by O. . Vnkil and C, Mnnalii, oa 

M’liiJi titf*. T' .i-nijnng jiortK-Li of tin-4 icvti re jb 
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(1) reasonable facilities are granted for the training of 

ludiaiis, and 

(2) ill the case of a public company, unless— 

(a) it has been founded and registered under the Indian 

Companies Act, 1913; 

(h) it has a share capital the amount of which is express¬ 
ed in the memorandum of Association in rupees; 

(c) such proportion of the Directors as Government may 
prescribe consists of Indians.’’ 

It can be easily seen that these recommendations are quite 
insufficient to achieve the avowed goal. We have fully realised 
that in practice phrases like “reasonable facilities” have little 
significance. The conditions that a company should be registered 
under the Indian Companies Act and that its capital should be 
expressed in rupees are also of little consequence in safeguard¬ 
ing the national outlook of the concern. 

As regards the proportion of Directors it is obvious that 
Government cannot demand a majority of Indian directors when 
most of the shares are held by foreigners. Under such conditions 
Goveiument will demand one or two Indian Directors only. Such 
directors of course will have no effective voice in the management. 
Besides under tlie managing agency system the directors do not 
possess any important power. Even to-day we find several Indians 
on the Board of foreign concerns, but they have no power to give 
a national outlook to the concerns. 

One important limitation in respect of the recommeinlations 
of the External Capital Committee is that the above coiiditions 
are to be sought only in cases where direct i)ecnniary assistance 
eitlier in tlie form of a bounty or a subsidy is to be granted and 
not where protection is granted in the form of tariff walls. 

In their rei)ort^ on the Paper Industry the Tariff Board made 
tlie followiug observations:—Apart from practical consider¬ 
ations there can in reality bo no distinction in this regard between 
industries receiving assists nee in the slwip(‘ of boimtios or sub¬ 
sidies and those wdiieh are protected by means of import duties. 
It-is, therefore, important from the national pond (»f vic'w, that in 
the case of every iiidustiw' wlii<‘U claims protecti*ui tliis aspe<'t ol 
the case should be fully examined/’* 

Taking tlielr stand on this reoommoTulatiim tin* Legislative 
Assembly hi the winter sc-si'Ui of pryj, while dealing virli a pro- 

(Ti In 

I'J) PfiTtt. 104 of iho E'purt. 
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^osal for tariff protection to the paper industry succeeded in 
getting accepted the view that the same conditions should apply to 
grants of tariff protection as to bounties and subsidies. 

The proposed constitutional arrangement limits the rights 
thus enjoyed by the Indian Legislature at jiresent in the matter 
of the development of industries on national lines. The proposals 
are summarised in paragraphs 122 to 124 of the llTiite Paper. 
We sl:all however refer to the proceedings of the second and third 
Pound Table Conference to understand more fully the significance 
of these proposals. We shall in the first place reproduce the 
relevant passages before commenting on them. 


“The committee are of opinion that no subject of the 
Crovoi wlio ma\ be ordinai'ily residejit or carrying* on trade or 
business in British India, should be sul.jected to'any disability or 
discrimination, legislative or administrative by reason of taxation, 
the holding of property, the carrying on of any profession trade 
or business or in re.spoct of residence or travel. The e.xpre.ssion 
“subject*’ must here l)e understood as indicating firms, comjianies, 
and <*OT*porations carrying on business within the area of the 
Federation.”' 


“It should however be made clear that bounties or .subsidies 
if offered, would be available to all who are vdlling to coinply 
with .sin-h conditions as may be in’escribcd. The principle .should 

))c a fair field and no favour. Where the larger business 

makes use of unfair methods of competition, tlie general law 
should be sufficient to deal with it, but many meniber.s of the 
Committee were impressed with the danger of admitting a claim 
to legislate, not for the pnrpos<i of regulating unfair eompetition 
generally, hut of destroying in a particular ease *^he comp.etitive 
pow.u* of a large indu.'^try in order to ])romote tlie interests of 
a sin all 


'Ml also plain that whero the Governor-doDoral or the 
Jh'ovincinI Governor is sntislied that propos'd ]oo:islation, 
pn.s:il)ly not on the fnee of it discriniinatory, ncvei tholess 
will b(' discriniinatorv in fact, lie will he called ■u])on in virtue of 
syi'Miil ohlitraliens in rehiiien to ininoriih ji, to consider 
win the)’ ji is iKjt duty to rfd'nse his assent lo the Bill or to 
r. it Tor Die siginlicaDon (>]' Tlis Majesty’s pleasure/’*’ 

It wa.' dcci h l;y ilj<' Gorjinnucini Safeguards C'oramitteo of 
• ho third (t. (\ that n.'’ srD'gnards in .ircueral an- to bf* ‘Dsyjocial 

\\ i’'.dirti^ F'* If iai Bn I'iitnrr Cen ' ; o " : f R.T.C. i- 

iu/- |it'ro . 1 . 

1’j J bid., Mara. 
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responsibilities’’, the Goveriior-General or Governor as the ease 
may be, would be entitled in the last resort to differ from 
rhe proposals of his Jlinistry if he felt that these involved unfair 
discrimination. ’ 

It was furllier agreed ‘‘that no subject of His ^Majesty 
domiciled in the United Kingdom and no company registered in 
the U. K. slioiild be subjected to any disability or discriminations 
to which subjects of His ^Majesty domiciled in India or companies 
registered in India are not subjected in the Touted Kingdom,”- 

“The Committee agreed that bounties or subsidies should be 
available, without distinction, to all tirms or individuals engaged 
in a particular trade or industry" at the time the enactment 
authorising them is passed, but that in regard to companies enter¬ 
ing the field after tliat date the Government should be at liberty 
to impose the conditions of eligibility recommended by the 
External Caiiital Committee. It would, of course, be a question 
of fact whether the purpose of the subsidy or the imposition of 
parti(mlar conditions, though not discriminatory in lorm 
was, in fact intended to penalise particular interests; and 
the Governor-General or Gov<‘rnor, or the Courts, as the ease may 
be, would have to form a judumciit on this question in deciding 
whether a jiroposed measure was or was not discriminatory.” 

The cff(‘ct of these pro\dsions is that the British people must 
he treatc'd ns nationals of Tmlia in connection with all steps, legis¬ 
lative or administrative intiuided to develop industries in this 
country. If you think of anyihiag iu the nature of a bill for 
reservation of coastal trade to Indian shippinu*, it would b<‘ treat¬ 
ed as discrimination against the British. If you want to give a 
bounty to help any industry, yon must give it equally to Indians 
and Britishers, orherwi.^o it would he discrimination. If yon want 
to help industries hy nuans of sjh.nnal railway rab's or otliei 
forms of assistance, yon cannot reserve such concessions only if 
Indians because it will then ]k> discrvininnti<ni agniesl iheloMtish. 
In brief, either with reforonce to existing indn.'^lriiS ov tutnie 
(Uies, discriininatiim in favoiu- of the roilional.- of tlie c{miir'y v d1 
be intei'pieted to iiiean discrimination against iVc Bin'o’n n 
Britisli interests ar(^ at stake. On ihe oilier ban k disnnniinnta'Tt 
O'-ainsi ihird partis and in favour oi‘ Britisli tunic ;i)id lusli\ 
^y]]\ be welcnioo. dilTerentiai laies <>f duly m.p.-crl in^tlw 

prntei-five schemes vdth veferenc ' to eotton f 

traiiims of aiscriminalion in lavmir of liie Ikilis,,. llu- Otmv a 


n ^ iwru. ti. ■ 
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Agreement has legalised not only this arrangement, bnt has 
carried forward the principle of discrimination in favour of 
British goods as against non-Empire goods. So long as this 
continues, it will be possible for British trade and industry to 
increase their vested interests in this country. The existence of 
British economic interests in this country has been responsible 
for the political device of commercial and financial safeguards, 
which in substance take away with one hand the political power 
which is supposed to be given to the Federal Government by the 
other. It is thus a vicious circle intended to perpetuate the 
present position. The situation will in fact be worse tlian now, 
because even those opportunities which are now existing for 
giving an impetus to an Indian industry as against a British one, 
will disappear henceforth under this statutory provision. The 
advantages which British interests have been enjojdng in this 
countiy hitherto, partly because of their political connection, will 
liereafter be a matter of right, and therefore capable of unlimit¬ 
ed expansion guaranteed by statutory safeguards. With the 
partnership that is thus going to be forced on this country for 
its economic development, the future national production must 
per force be divided between the partners. And as in all x>artner- 
shix)s, the dominant partner will get more than his due share. 
India may think in future of economic progress in those other 
spheres which have not hitherto been taken up because of obvious 
difficulties. But the people of India cannot easily tliink of tliose 
productive activities which are already under the control of the 
British. In view of the comparative baclcwardness of this country 
in technical knowledge, in industrial and commercial organisation, 
and <^vc‘n in capital resources, we should not bo surprised if we 
find lliat the tentacles of the British partners will spread far 
and wide. In view of this, the only conciusion that we can 
arrive at is that the impetus for further production by tln^ people 
of tliO country will be limited in its scope; that oven if a larger 
]irodnctioji conn .s about in due c* urso, il will not be wholly avail¬ 
able to thc' y)eople of the country because a substantial share will 
lune to be paid to the British partners. From the point of vi^w 
of inc rca>inLC the standard of life of the people of this ('‘ountry, 
liiis ji iaiigciuent is therefore uol hopeful. 

Tin* principle of reciprocity ein!) 0 <lied in tlie Oonvmei^'iaf 
Saff guniTl sounds v^uy giniid, 1ca( whereas it givers all that the 
British (hnnand in India, it eive.^' tiothiiig in return, Init words. 
VVhuf ttN* yicoplc of Tn'dLi <l<*sire is not opportunity fov industry 
in iiic r. K.. vvlticb if tlicoreiieully possible, is in practiec of no 
value. What they want, lcuve\er, is adequate and vmfrnrd 
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opportunities in their o\vn country against the powerful vested 
interests of the ruling race. This new theory conveniently ignores 
the demand of the people for their natural rights in their o\vn 
country, and offers a fictitious right six thousand miles away, on 
the absurd assumption that Indians who find it difficult to compete 
at home with Britishers, will be able to go and settle in the U. K. 
to compete with Britishers in their oivn home. We may admire 
the ingenuity of the authors of tliis formula, but its hollowness 
will not remain concealed for long. Not only is the new principle 
hollow from the point of view of the people of India, but it also 
prohibits the use of those methods which have been already put 
into operation under the existing constitution as mentioned above 
to advance the economic interests of the nationals of this 
country. 


Vin. TRANSPORT. 

We need not emphasize the great importance of efficient and 
cheai3 transport ser\dces in modern countries in connection with 
the production and marketing of goods. Raw materials have to be 
transported from great‘distances to the places, of manufacture; 
both agricultural and industrial products have to be sent to the 
centres of consumption.. Schemes of economic development in a 
country cannot succeed, unless the transport facilities are both 
adequate and efficient, and are conducted in a manner most 
conducive to the national economic policy of the country. We 
shall consider the two main agencies of transport, roads and rail¬ 
ways, from this point of view. The same remarks apply in 
general to the development of a mercantile marine. 

Roads. 

Excluding roads in municipal areas, roads in British India 
may be roughly di\dded into the following five classes:— 

1. Roads wholly or mainly maintained from provincial 

revenues. 

2. Roads maintained from local funds, i.e., from funds of 

local boards or councils, with grants-in-aid from 
provincial revenues. 

3. Roads maintained from local funds. 

4. Roads maintained by minor local bodies. 

*5. Roads maintained by tiie villagers tliemselves. 

Tlio total road mileage in British India is 200 thousand miles. 
Out cf tins only 47 thousand miles come under the first category, 
the rest coming under the scicond or the third. 

The expenditure on roads from provincial and local sources 
it; less than five annas per head of population. The figure of 
expenditure shows an increase in ih cent year.s, but this is chiefly 
du * lO higher ]jrices and greater cost of maintenance due to motor 
Iraftie. 

AoMTicrsTnATioN- OF Roads. 

R^'te'ls in the nine major provinces are provincial subjects and 
in all except Assam are transferr. d subjects. ‘^Provincird’" 
roads are ojdinarily maintained through tlu; agency of the Public 
\VoiMr> JXMjartuieut. ^‘LocaP^ roads arc juaiiitaiuod by Dhh^rict 
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Coniieils or Boards, which receive payment from provincial 
revenues for this purpose. Eighty per cent, of the total mileage 
IS administered by district councils. 



The general defect of road administration is that the outlook 
of the controlling authorities is generally local and narrow. The 
development of motor transport in recent times has led to the 
creation of road boards to evolve a provincial road policy. It is 
to be expected that a new system which \vill link up the broken 
and disconnected roads into a continuous whole will graduallv 
come into existence. The condition of villag’e roads on the one 
hand, and tlie need for connecting them with main roads on the 
otlier, are matters which will require careful planning and a 
large amount of expenditure. 

We have already seen that the financial resources of the 
provinces for schemes of improvement will be verv limited 
Recently there have been proposals to raise a large loaA specially 
meant for the development of roads. Tliis idea has been largely 
supported by associations interested in the sale of motor cars. 
There need be no objection for such a propaganda pro^fided 
adequate steps are taken to see that the schemes of road develop, 
ment are devised primarily with a view to the requirements of 
the villagers and their trade, and not with a view to the 
convenience of those interested in the trade of motor cars. At 
the same time, it would be necessary to see that the expenditim^ 
on construction and maintenance is properly scrutinised and 
supervised. 


Railways. 

Railway construction in the country was beerun under a systeiii 
oi ^laranteed interest to companies re.c:istered in .England. Till 
tbe end oi* the last century, this involved a net loss to tlie Indian 
Treasury. Since the beginning of this century, there has been a 
change lor the better and the railways have been earning onnugb 
to pay lor the interest charges on the capital spent in construe 
tion. ContrcU*ts with railway conijianies whiv'n ]'‘r«)vided 
vae’ioiis privilegv.s gun vantood to them, also pno ided ihrii after 
a lapse of ceitain periods, the railways would l>(aK)nn' siatt* 
projan'ty. The State lias to buy out the railway aiid pay for it 
by aiinuitiev*^. Most uf the railways have already boctnne state 
pro]>r.rty accordingly and otlim s will ]>ecoine state piMp rty in duo 
course. Seine of tliom how(^\vT% are still iu tl •' charge of 
cufiipanie-’ tor the purpose of niauagemenl. A ho;finTiing in the 
direction ni' siate ninn.ageriirml, however, has Ium'ii ina«lo. and O e 
future f)f tho Indian railways is that they will be stale properly 
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managed by the state. The control of the railwaj^ administra¬ 
tion and policy is vested in the hands of the Commerce Member to 
Government of India. The Railway Board is an expert body 
which controls and supervises railway administration and policy 
in India under the direction of the Commerce Member. During 
recent years, the railway budget has been separated from the 
general budget and is presented to the Assembly a few weeks 
before the general budget. The object in doing so has’ been that 
railway finance should be considered on commercial principles, 
which is not the case with reference to the general budget. After 


providing for the necessary current expenditure and the interest 
on debt due to railways, the scheme provides for depreciation 
and reserve funds and the surplus thereafter is shared with the 
general budget on an agreed plan. While allowing the applica¬ 
tion of commercial principles to railway finance, this system is 
supposed to remove uncertain elements due to railway finance 
from the general budget. As we know from recent budgets, the 
receipts from railways have fallen considerably and the railway 
department has been forced to draw upon the depreciation fund 


to be able to carry on. 


Large amounts of capital expenditure are usually incurred 
on railway development^ and the current expenditure'' on 
maintenance and repairs is also very heavy. Numerous small 
■and big industries have the opportunity to supply the materials 
recjuired for this purpose. The principle that by following the 
policy of indigenous purchase, industries dependent on railways 
should be encouraged, has been accepted in theory, but there is 
no doubt that there is great room for improvement in this 
direction. 


The railways employ a large number of people, skilled and 
unskilled in their services. Besides, the number for ordinary 
employment for certain kinds of technictd work, the railways are 
in a position to train qualified Indians for responsible technical 
work. The policy of Indianisation, if carried to its logical con¬ 
clusion in connection with railway service, would go a long way 
to giv(^ an illustration to other employers in the country in the 
sanu; direction. 

The most important ptnnt of view from which, however, the 
railway policy should be considered is its relation to trade and 
industry. The Railway Board lays down certain maximum and 


(1) The toUi) rapital at on April, was 870 erores of rupcofi. 

(2) Tho railway bu'.lRi-t iimouiitH to about a lunnlreO erorcs, which is larger 
tl'an the propo»<Hl Eodorai Bmlgct. 
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minimum rates, within which the companies are free to vary their 
rates. In spite of the fact however that the state is the real or 
ultimate owner of the railways in the country, the tradition due 
to the fact that most raihvays have been managed as separate 
independent units in the past, somehow continues. This results 
in unnecessary competition and independent outlook on the part 
of each separate line. The effort to make each separate line 
paying, comes in the way of that co-ordination of railway traffic 
and railway policy, which is desirable in the interests of the 
country. Long distance traffic which has to pass over sevei-al 
lines is subject to different rates over different distances of its 
tnifire journey. Such a thing would be unthinkable if the Railway 
Board and those responsible for its policy realised that the rail¬ 
ways were a national concei’u requiring a unified policy calculated 
to encourage trade and industry. In doing so, the railways need 
not iiunir financial loss; in fact, the encouragement of trade and 
industry on Avell conceived lines should ultimately result in larger 
rciceipts to the I’ailways themselves. But the narrow outlook of 
the railways prevents them from having a broad vision regarding 
the trade and industry of the country as a whole, tiius resulting 
in many paradoxical situations Avitli reference to railway rate.s. 
The Tariff Board in its investigations has often complained of 
the incidence of railway rates on this or that industry as being 
unduly heavy. The policy of protection to Indian industries can 
be ]nished forward without undue burdens to anybody, if the rail¬ 
way policy were brought in line with the protective policy. There 
arc instances of railway rates being used in other countries as a 
sort of lH>uuty for export or for other encouragement of certain 
industries. Nof to talk of such extra concessions, oven those 
reasonable arrangennmts which would give an impetus to the 
growth of different trades and industries, li.avc been absent so 
far, becansi' of the want of co-ordination between the railway 
policy ami the general economic policy of the country. 

Bo far as the future is concerned, raihvays have been classi¬ 
fied as federal, which means that the federal budget will be credit¬ 
ed with tlie net contribution available from the railway budgef 
as now. For example, liurring the hist oinr or two yours, tin? 
railwavs have yielded an average iwofit of nearly- 10 ctens a 

‘rm-f . inl-i'rfKf Oil VailwJlV (Icllt llHS 
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have the classification of Federal and Central subjects under the 
new constitution, this receipt which ought legitimately to be credit¬ 
ed to Central revenues is going to be credited to Federal revenues. 
This is unfair. This remark is due to the fact that the Indian 
States are going to keep to themselves the profits which they earn 
from the railways in their territories, which are in most cases 
their o^\^^ property. For certain purposes of policy and 
administration, we shall have Federal Legislation as applicable 
to all railways. But this will be no more in effect than what the 
Railway Board does now with reference to the control of Indian 

State railways. Not only that, there has been a claim on the part 

of the states that because certain large railway companies, like 
the B. B. & C. I., cross through the territory of Indian States, 
the States should be allowed a certain compensation on the earn¬ 
ings of these railways. Such a claim has obviously no chance 
of being accepted, but the fact remains that the Indian 

State Railways will continue not only to be the property of 

the seijarate States, but will continue also to be exempt 
from any contribution to the Federal Government. This arrange¬ 
ment is oliviously unfair to British India. Besides, in practice, 
wc may find differences in policy for encouraging different trades 
and industries in which the States may be interested. 

We have said enough to appreciate the position that the rail¬ 
way system in this country is a huge national concern from the 
point of view of the financial stake involved, the number of people 
employed, and its immense capacity to help the trade and industry 
of the country. Besides, there are great possibilities of develop¬ 
ment of the railway system by internal re-organisation on the 
one hand and by expansion of railway mileage on the other. 
This is thus an economic activity of the Indian State, run on 
commercial principles and thus can be an important instrument 
of a new economic policy to help the production of the country. 
But the vested interests of the existing managers of different rail¬ 
way lines and the traditions of the Railway Board, combined with 
the outlook of those European concerns, which have a good deal to 
do vdth railway policy suitable for themselves—all these have ns 
it wore combined in |)ro])Osing an arrangement by which it will be 
possible to carry on railway administration and policy more or 
le.s.s as now. The proposal is that a Statntory Railway Board 
should be cieated by Act of Parliament, and tliat a.s in other 
matter':, tlie federal legislature will have the right to control the 
general railway jxilify, lait tlie administration will be with 
the Statutory Board, which will be independent of the Legisla¬ 
ture. This has been justified on the ground that the railways 
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should be run on conunercial principles, and be above political 
interference. Granting the position for the sake of argument, 
would not tlie same object be served by asking the Federal Legis¬ 
lature to create a Eailway Board by its own statute? The 
Reserve Bank of India, Avhose creation is a condition precedent 
to the inauguration of the Federation, is to be brought into being 
by an Act of the present Indian Legislature. It passes compre¬ 
hension why the status of the future Federal Legislature should 
be reduced by creating a body under the Constitution Act, a body 
which will adininister a huge national concern, capable of advanc¬ 
ing the economic life of the countiy, but which ■will not be 
responsible or bound to carry out the railway policy as laid do'wn 
by the Legislature. Devoid of the power to enforce its will in 
this most important branch of economic life, the Legislature may 
find that its wishes in other branches of economic life are thwart¬ 
ed by a non-national outlook of the new Railway Board. If this 
proposal materialises, the hollowness of the xjroposed constitu¬ 
tion will be completely exposed. The theoiy of a safeguard 
could not be pursued Avith reference to the Railway Board and 
hence the proposed statutorj’’ arrangement. But whereas the 
commercial and financial safeguards are meant to protect British 
interests at the discretion of the Viceroy, the proposed Statutory 
Board for railways 'will declare to the world in anticipation, the 
incompetence of the future Federal Legislature to deal vuth this 
domestic problem, and at the same time take away from their 
hands the possibility of using the railways as an instrument of 
forward economic policy in national interests. 


The conclusions at which we arrive are that there is an 
unlimited scope for the development of roads in the coimtiy, but 
that the finances of the Provinces may not be adequate to meet 
the necessary expenditure, and a loan may he necessary. 


Regarding railway policy and administration, it is not likely 
that the railways ■will serve that part as an instrument of natioiial 
economic policy, which they do in many other countries. 







IX. THE CREDIT OF INDIA. 

Regarding the credit of India and the financial machinery on 
Avhich it wDl be based, we should be, in the first placo, clear about 
the exact arrangements proposed. So far as the raising of 
revenue and incurring of expenditure is concerned, the Indian 
Finance Minister of tlie future Federal Ministry will be responsi¬ 
ble to tlie Legislature. He will work, however, under peculiar 
and even powerful restrictions. So far as the sources of revenue 
arc concerned, they will be subject to the scheme of federal 
finance, which we have already discussed. So far as the expendi¬ 
ture is concerned, there will be certain items which will be 
declared by statute to be non-votable, that is, those charges which 
are required for the Reserved Departments and for the service 
of the debt. Though the Minister may use his iiiHuenee to press for 
reduction in the expenditure on those charges, lie cannot count 
ux)on the support of the legislature because the legislature will 
have no voice in the matter. These charges will constitute 
about 80 per cent, of the Federal Budget. 

Ffnakclvl Adviser. 

Apart from this, it has been laid down that nothing should 
lie done which may come in tho way of the credit of India in the 
money markets of tlie world. In the matter of budgetary arrange¬ 
ments as well as of raising pulilie loans, the Governor-General 
will be (‘barged vdth a special responsibility, ghdng liim powervS 
to intervene if in his opinion methods are being pursued which 
would seriously jirejudice the credit of India in the money 
markets of the worlrl. Regarding borrowing, tlie Percy 
Gommittee’s reeomniendations in paragraphs 117 and 118 of the 
Rejiort/ have lieen endorsed, fn connection with the pre-fede¬ 
ration debt, it has been laid dowm that they should continue to be 
secured ‘^on th(' r(*vcnu<‘S of IndiaThe future federal loans 
however, shall bo secured on the revenues of the Federal Govorn- 
monf only. In order that the Governor-General may be in a 
position to <lischarge his (luti('s or special I’esponsibility in this 
(‘onin*( lion, In? will have the services of a special adviser to be 
call(*d the Financial Adviser. This oflher will not liaw any 
execntive |;OW<?r; In* will be api>oinied by tin* Governor-Genei’al 
and bo r<*sponsil>le to him. It has boon coTu*ede<1 that after the 

(1; TlurKr n laU* t j tlw lati-'iiH of tlic VrsA iTMcs iuul tin- Fodtral Or>v.‘n\iiicnt 
ill Uh* ijiiittir '>f rni.rmir 
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first appointment, the Governor-General will consult witli his 
Minister in making appointments to this post. The services of 
this officer \vill, of course, be available botli to the ministrj- and 
to the Governor-General. In other words, the decision regard¬ 
ing the circumstances under which the special responsibility of 
the Governor-General should be exercised, will depend on the 
recommendation of the Financial Adviser, who will be in close 
touch with the work of the Finance Minister and his Department. 
In fact, in view of. tlie reserve power thus vested in the Adviser^ 
his advice vail always be in effect a mandate to the ^Minister in 
cliarge. 

Thk Reserve Bank of India. 

Another important departure from the existing arrange¬ 
ments unll take place in the matter of the management of eurrency 
and exchange. These are at present managed by the Finance 
Department. In other countries, the Central Bank is entrusted 
with this work. The Central Bank, however, works under a 
Charter or under some authority granted by the Legislature, and 
9 ill times of emergency, the Finance ]\rinister and the Legislature 
exercise executive and legislative control over the Central Bank. 
Such arrangements in other countries on the one hand enable the 
Central Bank to do its day to day technical but important work 
witliout interference from the Government of the day, which in 
most countries changes its colour from time to time according to- 
the political party which happens to be in power at the moment, 
III times of emergency, however, the Bank and the (Tovernment 
work in the closest co-oiieration in national interests and such 
situations are usually by tradition treated as being above party 
politics. This is as it should be, because, the Central Bank in 
moiloru countries is a bankers’ bank and controls the whole 
credit arrangement of the country besides being in charge of 
currency and exchange. With the development of modern credit 
iuBtrinnents, we have a situation by which what is known as 
hank currency or deposit currency has grown to such luoportions 
that it is of greater importance than the ordinary currency 
media, namely, x>apor notes and coins. The relation of the two 
is highly complicated and varies according to the condilions and 
practice in different countries, but the coniliined eflVct of hodi 
oil pi-ices and therefore on the economic life of the country is 
und<uihted and groat. The institution which by its daily tran- 
^aetioiis is in a position to aiTcet the economic life of the |ieople 
in general for good or bad, should naturally be. run on knovu 
principles of finance and should not be suhj(‘ct to political xu’<v 
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jndice or changing policies, which are reflected in the changing 
political parties wliich hold power in turn in modern democratic 
Governments. 



The control of currency and exchange by the Government of 
India in this country, including the day to day management by 
the Currency Department, has been a subject of severe criticism. 
They have found it convenient to do so, however, because of two 
important reasons, namely, that having to pay large amomits 
by way of English charges every year, the Government of India 
are the largest operators in the exchange market, and secondly, 
the currency policy because of this reason and also because of 
the close interests of the London money market, has been in¬ 
fluenced by the Bank of England and the City of London througli 
the Secretary of State of India. So long as there was no bank 
which could be charged with these important functions, it was 
easier, in practice to carry out the ^vishes of the Bank of England 
and the City of London through the Finance Department of the 
Government of India, which was bound to take the orders of the 
Secretary of State for India. 

The need for an independent Central Bank, known in this 
country as a reseiwe bank, has been long felt on the one hand, 
and on the other the weakness of the Government nianagenient 
of currency and exchange has been exposed the most since the 
war. The creation of the Imperial Bank of India simultaneously 
with, the inauguration of the Montague reforms, was a step" in 
the direction of creating some sort of bankers’ bank •Crhich would 
at the same time act as hankers to the Government. The 
nianagenient of currency and exchange was, however, not handed 
o\ er to the Imperial Bank of India, and therefoi’e the Imperial 
Bank could not develop into that kind of Central Bank which 
we have in other countries.^ The Central Bank in most countries 
occujiies nol oniy the position of control over tlie internal credit 
jiiid curn-iicy arrangement, but it is the only authoritative means 
lor international co-operation in monetary matters. In view of 
the monetary chaos into wliich the world has now fallen, what¬ 
ever solution tliat may be arrived at in future, will dciiend on 
the co-ojiei aiion of the Central Banks of the world. Tim Beserve 
Btti^k ot India therefore has not only a function to perform 
within, lint has an important re.sponsibility to discharge with 
relereuce to the world outside. With the immense stake of India 
in international trade and finance, the Keserve Bank of India 
c.indd play an inijioitaut |.uirt in siieli international affairs. ^Yhere- 
as the ejoation of a Bf serve Bank for India is thus eminently 


mtST/fy 



desirable in principle, it should at the same time be an independ¬ 
ent organ of Federal India, capable of holding its own as a repre¬ 
sentative national institution of Federal India in international 
councils, and not merely be an appendage of the Bank of England. 
It has been laid down that the Eeserve Bank should be brought 
into existence prior to the inauguration of the Federal Constitu¬ 
tion, that it should be on sure foundations and free from any 
political influence. It is a sound principle that the changing 
political parties in this country which may be in power in the 
Federal Government should not try to influence this bank accord¬ 
ing to their prejudices but that they should deal with it from the 
iiatioiial point of view. It is an unsound principle on the other 
hand that while arranging that the Eeserve Bank is free from 
party politics vdthin the countiy, it is allowed to be subject to 
outside influences, such as that of the Bank of England, because 
even though it may be outwardly an economic relation, the sub¬ 
ordination of the policy of the Central Bank of one country by 
that of another must be characterised as a political influence. 
Among the sure foundations on which the Eeserve Bank is to be 
built we are told that we should have a balanced budget, that 
the existing short term debt both in England and in India should 
be substantially reduced, that adequate reserves should be 
accumulated and that our normal export surplus should be res¬ 
tored. Some of these things are obviously beyond the control of 
the Government, l)ut the proposed policy commits the Govern¬ 
ment of India to pursue methods which vdll bring about these 
ends. For example, if wo take the recent budget of the Govern¬ 
ment of India as an illustration of the policy for a balanced 
budget, we shall see how this may work. Emergency taxation 
and oHhu' emergency measures may become a permanent feature 
in order that some of these conditions may be fulfilled. To what 
extent those difficult conditions can be realised, the future alone 
vill show. 


Tun Britisu Txvkstor. 

In all th(‘se ]>roposa]s, a good deal has been said about the 
credit of India in tlie money markets of the world by whhh, 
however, it is rnf*ant the foi*eign investor should 

liave confidenee in the future tinancial stability of this 
country. As the jirindpal foreign in\a‘st«»rs in this country 

oitlier in ])ublie h'ans or in private enterprise are 

Briiisli investors, it means that th.e conlidenee of the 

Bntisl! investor . must be canvassed in onr tinancial 
arrangements. And though the talk is with icfereiu^r* to the ere- 
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dit iu the money markets of the world, we have arrangements by 
which the financial jjolicy of the country may be dictated and 
controlled by the Bank of England and the British Government. 
The constitution of the proposed Reserve Bank will reveal some 
ot these features, the special responsibility of the Viceroy and 
the existence of the Financial Adviser will be the means through 
which this control will be exercised. Besides, the previous sanc¬ 
tion of the Governor-General to the introduction of any bill to 
amend the Paper Currency or Coinage Acts will be required; 
the same condition wiU apply to any provision empowering the 
Reserve Bank to manage currency and exchange. This means 
that in effect, the future Federal Legislature of this country can¬ 
not make any change either regarding the standard of value or 
regarding the unit of value to be current in this country \vithout 
the consent of the Governor-General and his Financial Adviser. 
If we have a sterling standard now and if we desire a gold stand¬ 
ard to-morrow, the option will not be ours. The gold value of 
the rupee i.s at present 3|40th of the changing gold value of the 
sterling. When the gold value of the sterling is fixed in future 
3l40th of that will automatically be the gold value of the rupee! 
If any legislature wants that the gold value of the rupee should 
be fixed according to the economic requirements and conditions 
of this country alone, it shall not have any power to do so. In 
the matter of raising loans, the future Indian Finance Minister 
will naturally tiy to obtain more funds from within the country 
as fur as possible; there are, however, bound to be occasions when 
foreign loans may be necessary. Such foreign loans under the 
circnm.stnnces must be Briti.sh; the amount of such loans, the 
time when they should be floated, the terms to be offered and the 
pTv>cednre to be followed, wnll have to lie laid down according to 
11)4- wishes of the Bank of England, because any departure from 
it^ wishes will involve a want of confidence in the credit poliev 
ol this country, at which the Financial Adviser w'ill raise his 
hands. The conclusion is obvious that in all financial problems 
any importance, of currency standard, of currency ratio, of 
laising exTeniul loans, of huclgelary arrangemont.s, the same 
meihods as are now followed by Hie existing Government of 
India under tln^ C4nitrol of the Secretary of State and British 
fianneial interests, will be followisl with oin* difference. AVhere- 
ns ll’.is <-()ntrol i.s now n matter of convention and subject to cri- 
tii-ism, in future such control will he a matter of statutory' 
arrunuenicn! with u constitutiona) answer to any criticism, 
naiu'.dy, that any sucii control is exorcise<l by right, according to 
statute, 4,bvious)y in the best interests of JmUa. 
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The policy of the British Government in this country in most 
of these matters has been very often severely criticised as being 
Imperial and non-Indian, and even anti-Indian on occasions.. 
The military expenditure of India has been admittedly meant 
partly at least for lmj)erial defence. This will be a Eeserved 
Beiiartmeiit and the same Imperial expenditure shall continue. 
In spite of the declarations of Finance Members since the days 
of Wilson, regarding the desirability of raising loans in this 
country and regarding the economic evils attendant on external 
loans, adecpiate stejps for internal borrowing have not been taken. 
During the war, wlien the London money market could not supply 
funds to this countiy, some steps were taken, and the people of 
India rose to the occasion. The Banking Coimnittees have written 
almost a library on the subject of increasing banldng facilities 
and of developing the investment habit in the country. The 
recent unhoarding of huge amounts of gold in this country, is an 
eloquent testimony to the existence of dormant capital resources 
in the country, waiting to be tapped if the right policy is follow¬ 
ed; what is wanted therefore, is that the financial arrangements 
in the country shall be such that the Indian investor will be able to 
understand and have confidence in the same. Instead of seeking 
this understanding and confidence within, we are asked to seek con¬ 
fidence without. If we create more understanding and confidence 
with the investing public in this country, we shall have in tln‘ not 
distant future iiossibilities of removing the shackles of the foreign 
investor; it on the contrary we have to concentrate more on the 
feelings of the foreign investor, we shall continue to welcome 
these sliackles for ever. Tlio control of finamnal policy is the 
keynote to the inde]>endence of modern states. With all the 
parapliernalia of democratic bodies in this country that we are 
lik(‘lv to witness, we shall thus have in practice a retrograde 
position, because in spite of liavdng the show of an increase in 
powen* to the ropresenfativt's of the people, these represojitalives 
will be faced v/itli a situation that what they complained about 
in the past cannot even be complained of in the because 

it will be done in the name of the Constitution Act. The humour 
of the situation is that though British publieists have in the past 
condemned the criticism levelled against their financial policy in 
this country, the proposed arrangements are the greatest JnslL 
ficalioii of Ihis critici.sm, naiiiely, tliat British financial policy in 
this cmmtrv is concerned more with luip(*rial (‘onsidio'ations 
and with the fc'clings of the British investor, than with th(^ 
inten'sts of the luvlian taxpayer or with the economic status amt 
pr(>g»;ess of this eoiintry. 
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X. ECONOMIC OUTLOOK IN FEDERAL INDIA. 

The Constitutional Position, 

The new constitution will be peculiar in many respects and 
will have no parallel in history. It has been described as a 
federation, and the word ^‘federation’^ has been generally used 
in connection with it. But if we consider the relations between 
the provincial units and the Indian States, whjich will come together 
for certain common purposes only, we shall find that they are not 
on a footing of equality, and that the act of federating is confined 
only to those functions which the Indian States may transfer to 
the new constitution; on the other hand, there are many features 
which go to show that the provincial units will be subordinate to 
the centre, more or less as now in spite of the fiction of trans¬ 
ferring power to the Crown and creating the Provinces as sepa¬ 
rate states. Though it may be said that the Indian States vdll, by 
refusing to take part in purely British Indian questions, not 
interfere in the sphere of pro^dncial activities, it is impossible 
in ])raetice to draw a line between the activities of the Central 
Oovernment in which the Indian States will not have an effective 
voice directly or indirectly. 

From the point of view of another phrase, which has been . 
frerjuently used in (‘onnection with the Indian Constitution, 
namely, Dominion status, we find that the proposed constitution 
cannot be described to have that status. This phrase is iis(‘d to 
convey a kind of political constitution in which the British 
Dominions, while acknowledging the allegiance of the Crown, 
have ail Executive responsible to the Legislature, elected by their 
own people, more or less on the lines of the British House of 
('mmnons. Besides, there is no limitation in theory or practice 
to the powers of the Dominion Oovernment thus formed, and if 
such a Oovernment acts as a member of the British common- 
weallli for certain common purposes, it does so entirely out of 
its own free will, and because it feels or is convinced that it is 
in its interest to do so. 

There is no accepted ]<hrase in political theory or practice, 
whicii can be applied to tlie Indian Constitution of the future, 
b(‘i ause no effort has been ina<le to conform to any such pre¬ 
conceived plan, tlioughi the foims of a Federal (constitution are 
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going to be adopted. The effort has essentially been to arrive 
at a compromise based on the existing administrative and political 
machinery. In order to show some gradual advance towards 
self-government, there will be legislative bodies in the provinces 
and in the centre, elected on a limited franchise. The selection 
of ministers out of the legislature will also conform outwardly to 
the methods of modern parliamentary institutions. In theory 
the responsibility of the Executive to the Legislature will be 
paraded, in practice we shall find that there are two powerful 
forces which will work in the opposite direction. On the one 
hand, tlie Legislature will be composed of a variety of hetero¬ 
genous groups, vdthout a common aim or a common policy, each 
group by the very nature of its existence, having to think in 
terms of the interests which it is supposed to represent. The 
other forces will be represented by the Governor or the Governor- 
General, as the case may be, who witL his immense reserve power, 
unlimited patronage, and the existence of a European group in 
the Legislature, will be in a position to see that the progress 
towards self-government in India does not interfere vdth British 
interests. Instead of developing that conscious desire to form 
coherent parties to carry out certain well-defined national policies, 
we sliall find that the Executive will be composed of leaders of 
small groups in the Legislature, who together may form a work¬ 
ing majority: and so long as each such leader can bring the 
voting strength necessary to keep the ministry in power, it will 
not bo incumbent on him to give up his office. 

Snell a state ot affairs will be generally true both of the 
Provinces as well as the Centre, with tliis exception that the sense 
of responsibility both of ilu* l.egislature and tlie Exocutivo at 
the Centre will be substantially limited, and in this limited sphere, 
there will be new partners in the form of the representatives of 
tlie Indian States. 

have heard so much about the ideal of an Indian Federa¬ 
tion, an ideal to which both the Indian representatives at tlio 
lionnd Table Conference and the British Delegation hav<' vied 
with one another to snow attachment. The r('})resentatives of 
Indian States liave found themselves in the comfortable position 
of being wooed by two parties with unlimited t)pportiUiities to 
make the best of a bargain. If the Indian States have shown 
hesitation to join the Frd(‘ration, they have done' so either 
because they are ignorant of its iiYipdications or b(*(*aiise they are 
fully alive to the saitie. The smaller states naturally hesitate 
l>eeause the share of the spoils will be very limited for them. The 
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larger states, on the other hand, have not been slow to realise tho 
advantages that they wdll gain out of the proposed arrangement; 
they were presented with the choice of having a substantial share 
in the management of certain common affairs of India as a whole^ 
coupled with comparative freedom from the shackles of the 
Political Department of the Government of India, for a nominal 
price. Bar ling a few honourable exceptions, the Indian princes 

arc irresponsiltlo ruhn's in as much as tliey have autocratic powers 

over th^'ir subjects. Barring extromo cases of niis-govornmnii in 
wiiicli the Britisli Authorities have interfered, ordinarily there 
is no impetus for au. Indian Prince to care for the interests of bis 

subjects. Pi-om this long lethargy into which they have fallen, 
tliey have been suddenly awakened to a sense of responsiliility, 
not tor the welfare of their own subjects, but for the management 
of certain affairs common to India, which hitherto were under the 
sole control of the Government of India. 


This peculiar situation has been made possible because of 
the theory that tlie Indian States owe allegiance to tlie Paramount 
Power represented by tlie Crovm. The average Indian Prince, 
an autocrat with reference to his subjects, who was hitherto 
taught to lichave in relation to an officer of the Political Depart¬ 
ment, known as the Resident, is suddenly made alive to the facf 
that he has a larger roll to play, if he joins the Indian Federa¬ 
tion. I'he control which the Government of India were exercis¬ 
ing over certain affairs of tlie States, will he transferred to the 
h’cdeiation not by the Government of India, but by the Indian 
States themselves, by means of certain formalities. x\nd for the 
propel* management of these common purposes, the Indian States 
aro asked to send representatives to the Legislature wdth a 
weighlago in their favour. This involves a change in the rela¬ 
tions between th|e R^esident and the Prince. The Resident will 
still ))e there representing th(‘ Political Department, which will 
be in (.he exclusive charge of the Governor-General as Yicoi'ov. 
But the Resident will no longer he a super-autocrat; ho will 
probably be reduced to the position of a whip canvassing the 
votes of tlio State for safeguarding British interests whenever 
they are supposed to be in jeopardy. The special responsibility 
wliich is to be imposed on the Governor-General regarding 
c(»rnmovoial discrimination and the credit of India, will bo carried 
niit in practice in the first instance, not so much hy 
tlie use of the I'esevve powers, but preferably by a policy 
of giv(‘ and take, and the large block of the representatives of the 
Indian States v/tll find that they have much to got in return for 
^yIlat they <*an give without sacrificing th^nr ovm interests. 
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Considered from these points of view, on the one hand by 
llieir very nature, representatives of Indian States will form a 
conservative block not in sympathy with the progressive ideals 
and methods oE the representatives of British India. The possi¬ 
bilities, however, of the latter reacting favourably on the former 
would liave hoeii groat, had tliore bocii an atmosphere of free 

excliniigo of views with a full soriac of rps])onsil)ilily. Bnl with 

the limited powers which the Federal Legislature is to got. a.i<l 
with the freedom of the states limited by their allegiance to the 
Paramount Power as represented by tlie Political Department 
we sliall find that this large element in the new Legislature will 
be a lilock to jjrogress, if not anything worse. 


Economic Consequences. 

The phrase “Economic Consequences” implies the possibili¬ 
ties of certain effects fronfi knowTi causes, eff’ects which can be 
more or less ascertained. As a rule, economic effects or conso- 
<iuences of a given situation are presented in a statistical form 
to give exactness to a })articular phenomenon. Viewed from this 
point of view, when one is asked to think of economic conse¬ 
quences of the proposed constitution, one may lie led to believe 
that it may be possible, to trace effects of the proposed constitu¬ 
tion in different economic spheres in statistical terms. I do not 
think that it is possilde to do so nor is it intended, though, the 
title of this seric.s of lectures is liable to that eonstrnetion. The 
future alone, in terms of actual fa<‘ts which may take place, will 
reveal the extent to which the forecasts of general tendencies 
that we may make now, will he fnltilled or falsified. Under the 
eireuinslances, the only thing that we can do at present is to take 
note of the existing econoinie facts in the country, and try to 
visualise how far the new constitutional arrangements are likely 
to ci-oate new economic forces, bringing about economic possi- 
hililies or changes for good or bad. And in trying to attempt 
such a geiu'vnl forecast, we can apply the ehitff eeonomie test that 
we have already laid down regarding the soundness of the consti¬ 
tution, whether we see possibilities of a substantial increase oi 
the national dixndend available to the nationals of the counti>. 
Figures of production or of export and import trade, can be 
presented in a form to shew that over certain periods, there ha.s 
been an increase in the ]uoduetion of the eoubtry. figures o 
such eonmion necessities, as salt and kcrosine, are taken to show 
that the total eonsuiuption per head of such comnuubtms has 
increased under certain conditions. But in spite of such data, 
no one is able to dent the broad general fuel that the average 
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standard of life of the masses of the people is very low in this 
country. The main reason for this can only be that there is not 
enough for all, which means that we should be able to increase 
the total production on the one hand and see that it is equitably 
distributed among the people on the other. If the figures of 
produetion in certain industries show some increase, but if at the 
same time we know that a good share of the increased production 

is not available to the people of the country, then from the point 
of view of national economic interests, the consequence is not 
desirable. If we get figures of common necessities like salt and 
kerosine to show that the volume of consumption has not gone 
dowm even in times of universal depression and low prices 
now pr<ivailing, we need nob gloat over the situation, because the 
fact remains that the masses of the people are drawing upon 
their reserves to keep to the minimum requirements of life, and 
hence the reserves are eitlier substantially diminished or are being 
exliausted; and the continuation of the malady may result in a 
desperate .situation. hat is suggested hy these ohsciwations 
is the fact that unless the real economic disease in this country 
is properly diagnised, and unless tbje remedy is applied to the 
root cause, we are not likely to improve matters even though a 
bright spot of a temporary nature may he seen here and there in 
■tin; eomple.K economic life of the country. In other words, to pick 
out an occasional isolated economic phenomenon, and to argue as if 
we had achieved substantial economic advance in spite of obvious 
truth tc) the contrary, is to practice a sort of self-deception. The 
economic disease in the country which may be briefly described 
as the want of adequate production available to the nationals of th,e 
(•(mntry, has been showing acute sjrmptoms now and again. For 
example, the cry for the Indianisation of the Services and the 
struggle for johs in government departments, reflects on the one 
hand the natural desire of the people to see as much as possi¬ 
ble of the government expenditure on the administration return- 
t'd to the people of the country, and on the other, it shows that 
sonu? of the best brains in the country find a paucity of alterna¬ 
tive suitable sources of employment. The Swadeshi movement 
is intended to give an impetus to the industries of the country by 
volmilary efforts on the part of the people even at some .snerifiee 
in tlie belief thai such an increase in production will ultimately 
react favouralily on the whole economic life of the country. The 
oflicir'l '-onnterpait of (his movement i.s the policy of discrinri- 
nnting protection hy means of which a few industries have 
necived [D'otcction in recent years. But the need for a larger 
production is so great and urgent, and its fulfilment has been 
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delayed for such a long period, that there is a natural impatience 
at anything that is calculated to hinder rapid and comprehensive 
progress in the desired direction. When the natural desire of 
the people to conserve national resources for nation.nl pnrijosos 
witli the assistance of the state, meets with strenuous and 
successful opposition, as in the case of the bill for the 

I’esorvation of the coastal traflfic, there is hoiincl to ho a feeling 
against those interests which come in the way of such progres¬ 
sive movements. Such action has been condemned as being 
discriininatory on the one liand and the failure of such action 
has led to the advocacy of more drastic economic weapons on the 
other. The boycott of British goods and the proposal for the 
repudiation of tlie public debt of India, owe their origin in the 
widespread resentment of the people due to the^ failure of their 
legitimate a.spirations for so increasing the national production 
of the country that more will be avadable to the people them¬ 
selves. Proposals for the control of the investment of foreign 
capital in this country, particularly, when such capital takes 
advantage of, the tariff policy of the country, have abso the same 
point of view. We find under the proposed constitution tliat 
restrictions on foreign investments or legislation of the tjTio of 
the coastal reservation bill, will be treated as discrimination 
against British interests, and will be a matter in whi^ the 
Governor-General’s special responsibility to prevent such dis¬ 
crimination wall bo exercised. Talks regarding relief in the de 
services have been set at rest by making the Debt Sermces^ a 
fixed charge on the revenues of India, not votahle by the Le,gis- 
lature. The boycott of British goods has brought into existence 
emergency legislation and emergency powers in the form ot 
Ordinances, making it impossible for the people either to advo¬ 
cate or to practise it. The Indianisation of the Services has 
been accepted in principle, but there have been many difficulties 
in practice, and the progress has been slow. With the pro e( ion 
of the Public Services as a special responsihility in the hands ot 
the Viceroy and the Governors, and the IMilitary Department as 
n reserved department, there is no reason^ to believe t la o 
progress of Indianisation wall be more rapid in future than in 
recent years. With the railways as state property, the State is 
the employer of the largest industrial and commercial venture 
in the country, and will set an example for good or bad. regnrd- 
imi the emplo^^nont of Indians in its services. The Siatntop 
Baiiwav Board being not subject to the Legislature, must be 
taken to be a body which will not necessarily rare either tor 
Indianisation or for the development of Indian trade and industry 
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from the national point of view, but may be dominated by other 
considerations as in the past. The control of financial policy 
in the name of the credit of India tvill also be an obstacle to 
progressive national schemes. Economic policy in trade, industry 
and finance as well as railways will thus be controlled in essentials 
not by the Federal Legislature and Executive but by other 
parties. 

These constitutional limitations on the economic progress of 
the country betray on the one hand an undue nervousness on the 
part of British interests, and give the greatest justification to 
the criticisnt of British economic policy in the country in the 
past as being not in the national interests of the country. Consti¬ 
tutional provisions to see that tlie same policy can be continued, 
.and the same interests can be maintained and perpetuated, sho^\ 
the complete failure of the authorities to grasp the real economic 
disease in the cotmtry and the consequent inadequate attention 
to the root cause of 'the trouble. With the continuation of the 
present economic status of the country, in spite of democratic 
constitutional forms, we shall have highly expensive debating 
societies in the form of legislatures whose members will 
constantly see that their ideas cannot have the desired effects. 
Economic x^rogress in the country in those directions in which it 
does not and will not conflict with British interests, will alone be 
i»()ssible, and as such avenues are few, we must bo prepared to 
face the continuation of the present economic struggle in the 
countrv with one important difference. The difference Avill bo 
that the clash of interests among the nationals of the country 
themselves, between provinces and provinces, between provinces 
and states, and between cornmnnities and communities, will be 
intensified on the one hand because of the constitutional arr.angc- 
ments, and on the other because of the fact that there will be so 
little for all to divide in order that each may have enough. 





